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EGRY BUSINESS SYSTEMS COMPRISE: 
EGRY SPEED-FEED. May be attached to any 
standard make typewriter in one minute, and 
with Egry Continuous Forms, doubles operator 
output. One machine does the work of two. 


EGRY TRU-PAK Register speeds the writing of 
all handwritten records. Assures complete con- 
trol over every business transaction. 


EGRY ALLSET Forms, the modern single set 
forms for speed writing all business records. 
Individually bound sets, interleaved with one- 
time carbons. ALLSETS are ready for imme- 
diate use for typed or handwritten forms. 


EGRY CONTINUOUS Forms increase the out- 
put of operators by 50% and more because they 
eliminate time-consuming operations. Furnished 
with or without interleaved one-time carbons. 


AND in addition to the above, there are others 
you'll want to know more about. 


The shortage of typewriters and competen 
operators will be compensated for if you u 
Egry Business Systems. In thousands of i 
stances Egry Speed-Feeds and Egry Continuoy 
Forms enable operators to produce twice 

much work as they did before with the typewrit 
er alone and ordinary loose forms and carbon 


Other Egry Business Systems for handwritte 
records are equally important. Investigate toda 
You'll be surprised at the amount of time yo 
will save when you use Egry Business System 
More detailed information will be sent on 

quest, or free demonstrations may be arrang 
at your convenience. There’s no cost or obli 
Address Department F. 


tion, of course. 


Sales agencies in principal cities. 
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Egry Continuous Forms Limited, King and Dufferin Sts., Toronto, Ontario, Canada. 
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ow about the Burners 
in Your Gas Appliances? 


In the gas appliances which you make or sell, or which you recommend—are 
burner units the very best you can obtain? In the future, expertly engineered 
appliances will command increasing attention, not only for results attained, 

t also for cost of operation. Gas authorities recognize this, and so do users. 


her offers today, for appliances operated on natural, manufactured, Butane 


bottled gases, the most efficient and best performing burner units ever avail- 


ble. On atmospheric pressure, patented Barber Jets, with a unique auxiliary air 


d, deliver a perfectly directed flame of 1900° temperature with complete com- 
tion. Over twenty years of service to appliance makers, nearly 200 of whom 
w use Barber Burners, emphasize the superiority of our products. 
make scores of types of burners, with hundreds of variations in size and shape, for every imaginable purpose. In 
rber jets, exclusive with us, one reason for the success of Barber burners is that we always 
mgineer the burner to suit the specific uct. Let our engineers work with you to obtain maximum 
at the most critical point, because the Seoeer is the heart of the appliance. 


Send for Catalog on appliance and conversion burners, and pressure regulators. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


SARBER BURNERS 
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| You'll enjoy using 
this smart little st 
RIEESIb Die Heads lock 


in either side 


Ratchet Threader ® This 111R threader 


is a time-saver on pipe 
from 4” to 14”. Click 
the size die head you 
want into the ratchet 
ring, from either side. 
No special dies needed 
for close-to-wall 
threads, just reverse 
the alloy steel chasers, 
easily removed also for 
regrinding. You'll like 
this efficient rugged 
little steel-and-malle- 
able threader — ask 
your Supply House. 
We’re trying our hard- 
est to meet the big de- 
mand for RIZFAIDs 
/.. your patience is 
greatly appreciated. . 


wn 
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Handy carrier with any combination of sizes. 














* WORK-SAVER PIPE TOOLS * 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO, U.S. A. 
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Pages with 


\ X 71TH all the recent fuss over the Senate 

confirmation of Aubrey Williams to 
succeed Harry Slattery as head of the Rural 
Electrification Administration, some Senators 
and other members of the lower house of Con- 
gress seemed to realize, for the first time, that 
REA is already a half-billion dollar govern- 
ment agency and that pending legislation (like- 
ly to be enacted) will eventually make it more 
than a billion-dollar proposition. That is a lot 
of money for a peacetime agency, even in 
this day of astronomical government financing 
and skyrocketing war expenditures. 


HENCE, it is somewhat surprising that the 
Senators concentrated so much on the head 
of this important agency without paying very 
much attention to what might be wrong with 
its feet, arms, and other. members. Is there 
anything definitely wrong? Editorially speak- 
ing, we don’t know; but like the proverbial 
Irishman’s parrot, who wouldn’t talk, we “sus- 
pect” quite a lot. Certainly Harry Slattery, the 
ex-administrator who resigned last Decem- 
ber, thought there was and is plenty wrong 
with REA, Certainly Harry Slattery was in 
a position to know. 


PeruAprs the Senators are right in their as- 
sumption that it is expedient to get the head 
of an agency lined up and in working order 
before performing any necessary legislative 
operations on the rest of its anatomy. At any 
rate, we see some signs that the Senate Agri- 
culture Committee is disposed to proceed in 
the near future with the business of investi- 
gating—or, more correctly, continuing the in- 
vestigation—of the charges and counter- 
charges which underlie the dissatisfaction and 
conflict climaxed by the resignation of Slat- 
tery. 


Ir’s a pretty long story as we understand it, 
from the point of view of the ‘ ‘prosecution,” so 
to speak. Some of it is not entirely new, in view 
of the record compiled by the special Senate 
subcommittee which investigated REA last 
year. Some of it is not very clear; and some 
charges are in need of further disclosure to 
prove or disprove their validity. The least 
that can be said is that Congress owes a duty 
to the taxpayers to clear this matter up in the 
not too distant future. It would seem to be 
not unreasonable to insist, moreover, that this 
rectification or exoneration (whichever it may 
be) should take place before Congress turns 
over authority in the pending Lucas Bill to 
REA for making postwar loans in excess of 
another half-billion dollars, 
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the Editors 

























JUDSON KING 


The original objectives of REA have become 
obscured and endangered—they must be 
restored. 


(SEE PAGE 267) 


Pos handling their own money, who are in 
their right mind, do not turn over large 
sums to parties who are under suspicion until 
the suspicion has been cleared up. Unfortu- 
nately, Congressmen who have become accus- 
tomed to generous public use of other people’s 
money are under no such compulsion of cau- 
tion. And so, we think it timely to present 
in these pages a résumé of the case against 
REA as presently constituted, as the opening 
article in this issue. In succeeding issues, fol- 
lowing our open forum policy, we hope to pre- 
sent the other side of the story, and perhaps an 
article written from an entirely disinterested 
point of view. 


Propasy the one man in the United States, 
next to Harry Slattery himself, best able to 
tell in succinct fashion what is wrong with 
REA is the man whose original article on this 
subject in Pustic Urimities FortNIGHTLY of 
July 8, 1943, turned out to be the opening gun 
of barrage of criticism which has kept that 
agency under fire if not under actual suspicion 
ever since. He is Jupson KING, until some 
months ago a special consultant within REA 
and better known to readers of this magazine 
for his activities of many years as director of 
the National Popular Government League. 
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tiley Steam Generating Unit Furnishes Steam 
or Pennsylvania Edison's New 31,250-kw. Unit 










Actual Efficiency—89.77% 
Guaranteed Efficiency—88.51% 


A comparison of actual performance with guar- 
gnteed performance when operating at 277,841 
Ibs. per hr., 940 ibs. pressure, 900°F. 









Guaranteed Actual 
Total Steam Temp. 900°F. 900°F. 






Temp. Water to Economizer 417°F. 453°F. 









Temp. Water to Boiler 441°F. 487°F. 









Temp. Gases Leaving Boiler 800°F. 800°F. 






Temp. Gases Leaving Air Heater 304°F. 308°F. 









Temp. Air Leaving Air Heater 580°F. 622°F. 







Overall Efficiency 88.51% 89.77% 








Unit fired by 3 No. 5 Riley Pulverizers 


















COMPLETE STEAM GENERATING UNITS 


BOILERS- PULVERIZE! STOKERS-SUPERHEATERS 
AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 


OKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS - FLUE GAS SCRUBBERS 
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PAGES WITH THE EDITORS (Continued) 


In addition to summarizing, in a trenchant 
and readable fashion, the indictment against 
REA—or more accurately those persons con- 
nected with REA who have brought about its 
present unsatisfactory status—Mr. Kine has 
also managed to bring within the confines of a 
single article a forward-looking objective for 
REA management. What can be done about 
REA, assuming that all things are wrong with 
it which Mr. KinG has discovered? What's 
ahead for REA? In short, where do we go 
from here? 


Mr. KING was born in Waterford, Pennsyl- 
vania, in 1872. He attended the University of 
Michigan, engaged in newspaper work from 
1902 to 1906. Since then he has devoted him- 
self to lecturing, authorship, and his work with 
the National Popular Government League. 
Among his writings are many pamphlets on 
initiative, recall, referendum, and other po- 
litical and economic topics. For most of his 
active life, Mr. Kinc was closely identified 
with the many liberal programs of the late 
U. S. Senator George W. Norris of Ne- 
braska, 


¥ 


HE article by Ernest R. Asprams, New 

York financial writer, which begins on 
page 280 of this issue, reminded us, by a rather 
oblique association of ideas, that the bill in- 
troduced a couple of weeks ago in Congress 
by Representative Carlson of Kansas to tax 
municipal revenue bonds issued for acquisition 
of utility properties has some rather inter- 
esting possibilities. As we understand Con- 
gressman Carlson’s measure, it was drawn up 
to stop what he termed a “tax evasion racket,” 
whereby the bondholders continue in control 
of utility properties, the title of which has 


passed to municipalities or other public agen- » 


ERNEST R. ABRAMS 


Just who ts chasing whom out of the temple 
for wrongful money lending? 


(SEE Pace 280) 
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cies issuing the revenue bonds which are, for). 


that reason, exempt from Federal taxation. 


In other words, the Carlson Bill is not 
aimed. at taxing what the author calls “bona 
fide municipal bonds” issued as a full-fledged 
tax obligation of a municipality or other pub- 
lic agency to finance the purchase of utility 
property, the full control, as well as the title, 
of which has passed to the public agency. Pre- 
sumably, Representative Carlson, although a 
member of the minority party, will be able to 
get some consideration of his measure from 
the House Ways and Means Committee, of 
which he is a member. It was another Carlson 
Bill, as we recall, which eventually resulted 
in our present “pay-as-you-go” individual 
Federal income tax legislation. 


Bur the thought which intrigued us is 
whether the taxation of bonds issued for the 


acquisition of privately owned utility proper- 


ties (for the purpose of continuing a source of 
tax revenue which private ownership would 
otherwise continue automatically) isijust the 
beginning. How about the various Federal 
and local taxes on operations of pubiic utilities 
transferred to the sphere of municipal and 
other public control? It would seem that the 
same incentive to continue a stream of tax 
revenue which has been established under pri- 
vate enterprise would prevail with respect to 
corporate income taxes, real estate taxes, spe- 


cial excise taxes, and all other taxes now paid | 7 


by private utilities and not generaliy paid—at~ 
least in the form of taxes—by public agencies, 


¥ 


P gree A. BEELER, consulting engineer on traf- 
fic problems and urban transportation, has 
been connected with the industry since 1887 
when he began work with the Cincinnati cable 
lines. He has been in charge of studies of 
nearlv every major city in the United States, 
including New York, Boston, Washington, 
Kansas City, New Orleans, Richmond, Dailas, 
Houston, Atlanta, Louisville, and Cincinnati, 
during the past three decades. Mr. BEELER is 
a regular contributor to numerous publica- 
tions of a technical and general nature. He is 
president of the Beeler Organization of New 
York city. 
¥ 


fons the important decisiorfs preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


The Federal Power Commission, in author- 
izing the extension of pipe-line facilities, dis- 
cusses its own jurisdiction with respect to 
conservation policy. (See page 271.) 


THE next number of this magazine will be 
out March 15th. 


Tac C@hiEpre- 
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IT DONT MUSS THINGS OR SCATTER 


ark Twain wrote a memorable letter one 
Bay in 1874—his first use of his new Rem- 
ngton Model 1 “‘Type-Writer”. In the 
othic capitals which was all the machine 


ould print, he typed: 


SAW THE THING IN BOSTON THE OTHER DAY & 

AS GREATLY TAKEN WITH IT, IT HAS SEVERAL 
IRTUES, | BELIEVE §T WILL PRINT FASTER THAN 
CAN WRITE, ONE MAY LEAN BACK IN HIS CHAIR 
WORK IT, IT PILES AN AWFUL STACK OF WORDS 
N ONE PAGE, IT DONT MUSS THINGS OR SCATTER 
NK BLOTS AROUND. OF COURSE IT SAVES PAPER, 


This 71-year-old tribute has been follow- 
d by thousands of others. For Remington 
tadership, through all the 
years since Mark Twain’s day, 
as been grounded on fun- , 
amentals: original engineer- 
ng, superb manufacturing, 
orld-wide marketing. 
Little wonder, then, that 
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INK BLOTS AROUND 


more Remingtons have been bought than 
any other make. 

Little wonder, too, that thousands of 
fingers are itching to try the keys of a new 
Remington Rand Model Seventeen. For 
news has spread, from the Armed Forces, 
the war plants, the essential industries who 
are absorbing our current production, that 
Remington Rand has done it again . . . 
adding a new lightning action, a new feather 
touch, to a machine already superlative in 
performance. The word is: ‘A new Seven- 
teen is worth waiting for!” 


a 
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ULCAN ENGINEERED SOOT BLOWER INSTALLATIONS 
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One. Foster: Wheeler Tw Furnoce, ibs. per hour steam 
septal Psa ee ms * F, Soot blowers use 250 





bearina. Proper cleaning. atared by ote of UG-2 automatic eral : : 


< siow-speed i over. sup- i 3 : . . 
pot { rr with the lige relative movement: View of economizer installation with LGZ crank oper- oS 
(eoveration ocd sivalaaien tomeet verses. ch criss ated head. Note the folding crenks and ease of piping up. | 


e new VULCAN catalog fully describing VULCAN equipment appears in the 
1944 Sweets, and a copy is available on your request. 


ULCAN SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MOoNTAIGNE 





“Little business operates on the commercial frontier of 
the United States. In that field lie the risks.and adventure, 
but also the hopes and profits of individual initiative.” 


> 


“As a nation we have never regarded demccracy as an 
artificial process of levelings down, but as a framework 
within which each can express his special individuality 
most effectively.” 


¥ 


“Western civilization can have scant hope of enduring 
unless we seize the opportunity now to give powerful 
guaranties and implementation to freedom of informa- 
tion for all the world.” 


¥ 


“T suspect that of every 100 pages of business history 
written about so-called free enterprise in that period [last 
fifteen years], at least 99 pages are negative as to fact and , 
faith.” 

? 


“There is more security for working men in industries 
and businesses not yet born than in all the planning of the 
whole government. New business ventures are the great- 
est hope for security in future employment.” 


» 


“Three years after Pearl Harbor we still have no defi- 
nite policy toward labor during the war. We have met 
each labor crisis with an improvisation, which, while 
patching the immediate breach, has generated new misun- 
derstandings of its own.” 


¥ 


“From the agony of the years since Versailles, we must 
surely have learned that we do not ‘make’ peace as we 
might a contract—at a sitting, in one completed action. 
We make it as we make war—day after day,-by sustained 
planning and continued action.” 


* 


“A Missouri Congressman wants daylight saving abol- 
ished. He says it is ‘the greatest waster of man power, 
light, heat, fuel; and a cause of juvenile delinquency.’ It 
also is to blame for cold waves, common colds, high taxes, 
radiator troubles, and tough steaks.” 


12 
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DEPENDABILITY 


hanical service = 
so very important 








We particularly a 
BURROUGHS 


today, when mec 
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er of 
ture, Burroughs’ ability to maintain its high service standards 
during these trying war years didn’t just happen! Years 
ago, Burroughs established a definite service policy in 
recognition of the fact that any mechanical product can 
aS an be no better than the service provided for it. Today’s 
work experienced, highly-trained service organization is the 
ality natural! result of this farsighted policy of careful planning, 
consfint study, continuous training and close supervision. 
It is this typical Burroughs thoroughness which makes it 
ring possible to help more and more users keep their precious 
rtul Burroughs machines in action today. 
Pma- 
tory 
[last 
and .. 
Ties 
the 
eat- 
efi- 
met 
hile 
uni- 
ust 
we 
on. Burroughs systems and installation men have been constantly 
sat -helping business machine users to make the fullest use of the 
‘ 4 equipment they now own... helping them to adapt their present 
ou & machines to new conditions. Reference libraries containing up- 
to-the-minute information on machine accounting methods and 
procedures are maintained in all Burroughs offices. For help in 
ol- IN MACHINES getting the fullest use from your present Burroughs machines, 
er, IN COUNSEL call the local Burroughs office, or write Burroughs Adding 
It IN SERVICE Machine Company, Detroit 32, Michigan. 







FIGURING, ACCOUNTING AND STATISTICAL MACHINES © NATIONWIDE MAINTENANCE SERVICE © BUSINESS MACHINE SUPPLIES 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 












14 REMARKABLE REMARKS— (Continued) 


KENNETH S. WHERRY “It should be evident by now to everyone that this wat 
U. S. Senator from Nebraska, has not been thought through, that neither the peace nor 
the plans for the postwar era have been thought through, 
There is too much airy, irresponsible promising and too 
little practical, down-to-earth reasoning.” 


¥ 


FRANKLIN D, ROOSEVELT “We cannot deny that power is a factor in world poli- 
tics any more than we can deny its existence as a factor 
in national politics. But in a democratic world, as ina 
democratic nation, power must be linked with responsi- 
bility, and obliged to defend and justify itself within the 
framework of the general good.” 


¥ 


Rosert S. HENRY “Technological improvements, no matter how meri- 
Assistant to the president, Asso- torious, can accomplish little unless somewhere there is 
ciation of American Railroads. someone willing to invest his dollars in installing the im-— 
provements which the inventors devise. And that hard- 
headed fellow with the dollars is willing to spend them in 
that way only when and where he sees a reasonable chance 
of getting his money back and of earning a profit.” 


> 


RayMonp S. SMETHURST “Today management alone is under a legal compulsion 
Counsel, National Association of to negotiate and to live up to its written agreements. A 
Manufacturers. similar obligation should be expected of labor. Strikes 
without. notice, strikes without allowing an opportunity 
to negotiate, are the antithesis of collective bargaining. 
Such strikes should be declared contrary to public policy 
and a definite legal responsibility should be fixed upon 
those who engage in or are responsible for them.” 


> 


Tuomas E. DEwEy “The tragic history of recent years has shown us vividly 
Governor of New York. that freedom of the press cannot exist where there is no 
political freedom; but the corollary to this basic truth is 

perhaps even more important—political freedom cannot 

exist without a free press. An electorate fully informed 

on issues is as fundamental to representative government 

as the election itself. And full information through the 

press is the bulwark of the people’s power to check up on 

_their representatives between elections.” 


> 





-Donatp M. NELSON “I want to make it very clear that the War Production 
Former chairman, War Production Board has no intention of trying to effect permanent 
Board. ' changes in the basic American economy. Our mandate 
from the Congress is limited to action in the interests of ' 
war production. The restrictions which we have had to 
place on the economy are purely and simply for the pur- 
pose of furthering war production. When those restric- 
tions are no longer necessary for war production, then they 
will be removed. Some major restrictions are in fact 
already being removed.” 
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As you seek Quality and Service - re- 
member that R&IE has been a specialist in 
the problems of Indoor and Outdoor Switch- 
ing Equipment for over thirty years. 


Shown here is a normal production 
line of Hi-Pressure, Self-Cleanin¥-Contact 
Switches, possibly on the way to some War 
Production center. 





The flashover test, shown at the top, is 
one of the several methods used to check 
design and performance. 


This same production may be serving 
The Load Tests made during de- you some day when peace-time reconstruc- 
velopment, during production, and tion calls for a broader application of re- 
after years of service, demonstrate liable switching equipment. 
that Hi-Pressure Contact Switches 
carry their rated load year in and R&IE will continue to specialize in the 
year out under all service conditions making of this equipment long after the 

* present War-time emergency. 


RAILWAY and INDUSTRIAL ENGINEERING COMPANY 


be hers PA.... In Canada—Eastera Power Devices Lid., Toronte 
or wt és > with the War Effort 








Climatic conditions, under which various communi- 
cations equipments are operated, vary from the 
sub-zero temperatures of the northernmost climates 
to the tropical. temperatures encountered at the 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 


deserts, to the almost 100% humidity in tropical 
and sub-tropical ctolls. 


It has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 
vitally needed communications at all times. 

The wide variety of capacitors illustrated insures 
the availability of the proper unit for almost any 


mica capacitor requirement. 


SANGAMO ELECTRIC 
COMPANY 


SPRINGFIELD, ILLINOIS 
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SHOP EQUIPMENT 1S ESSENTIAL FOR 
ACCURATE MACHINING 


Grinnell Post Mill machining end of 
heavy wall tubing preparatory to 
welding. Operations include taper 
boring, counter boring for backing 


ring and mak 





GINNELL 


WHENEVER PIPING 1S INVOLVEO 
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Install KINNEAR ROLLING DOORS 
and gain these advantages! 


Coil neatly 
overhead, out 
of the way — 
Save valuable 
floor, walland fF 
ceiling space. 


(7 Motor oper-Ne 
ation sends © 
doors up in a 
hurry with no 
effort — per- 

mits remote 
control. 











locking steel- 
slat construction 
resists wear, 
weather, fire, 
F \ theft, intrusion 


Snow, ice, 

and stored ¥ 
materials don't 
bother operation 
—Kinnear's go 

straight up! 





When you install Kinnear Rolling Doors you gain 
more than smooth, wey operation. Kinnear Roll- 


ing Doors coil overhead, out of the way, offering 
valuable savings in floor, wall and ceiling space. 
The sturdy, interlocking steel-slat construction dis- 
courages theft and intrusion; repels fire and the 
elements. Kinnear durability has been proved— 
doors in continual use for 20, 30, and even 40 
years are still giving the same efficient service. 
Motor operation enables you to raise doors 
quickly by merely touching a button, thus saving time and labor. Push- 
button control cuts operating and air-conditioning cost by reducing the 
tendency to leave doors open. For efficient time- and labor-saving door- 
. a ways, write for full details on Kin- 
Saving Ways in Doorways Hit Rolling Doors. The Kinnear 


LBBB OF, YS Y Manufacturing Company, 2060-80 
ROLLING DOORS Fields Ave., Columbus 16, Ohio. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


























rch 1, 1949 March 1, 1945 Public Utilities Fortnightly 19 


of 











Save to Win a . io 2 
with these four simple rules ...IS a vita principle 


of battery care: of utility operation! 





1 Keep adding approved water at 
regular intervals. Most local water 


is safe. Ask us if yours is safe. ° P e 
Conservation of materials is no new story 
9 Keep the top of the battery and 


Lan Miata an end aya to the men who operate public utilities. 
all times. This will assure maximum With thrift and efficiency they have en 


protection of the inner parts. 
planned for conservation. 
3 Keep the battery fully charged— 
but avoid excessive over-charge. 


ideale Salians: el Yelk leeer They’ve squeezed the last ounce of use 


when charged at its proper voltage. out of materials and equipment in their 
4 Record water additions, voltage, care . . . and today, that need is intensified. 
and gravity readings. Don't trust 


your memory. Write down a com- 





plete ‘record ef your battery's life One helpful principle to follow is that of 

history. Compare readings. “Buy to Last—Save to Win.” Buy quality 
If you wish more detailed information, or products and equipment, then care for it to 
have a special battery maintenance prob- ‘ 
lem, don't hesitate to write to Exide. avoid needless replacement. That conserves 
We want you toe get the long-life built : s H 
into eek Mele Gaiters. Ack tr keoties raw materials, labor, and space in factories. 
Form 3225. It frees these productive elements for essen- 


tial war production. . 


Ld 
— FExide— 
THE ELECTRIC STORAGE BATTERY CO. 


CHLORIDE Philadelphia 


BATTERIES Exide Batteries of Canada, Limited, Toronto 
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aOR Radiant Boiler in an eastern central station— 
 eaieaal capacity 900,000 Ib. steam per hr. 


‘OUTLET 











room 
\artemPEraTo® 
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Open-Pass Boiler in an eastern central-station — 
capacity 900,000 Ib. steam per hr. 
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Stirling Boiler in a western manufacturing plant — 



































Integral-Furnace Boiler in a mid-western steel plant 
—capacity 169,000 Ib. steam per hr. 





i TT 





capactiy 115,000 Ib. steam per hr. | 














Te managements, engineers, and operating per- 
sonnel of public utilities and industrial power 
plants throughout the nation, B&W too, says 
“WELL DONE” for another year of distinguished 
war-time achievement. 

Your accomplishment in meeting the increased 
war-urgent power demands for war production 
and civilian consumers, also added another out- 
standing chapter to past performance records of 
B&W Boilers. By providing a large part of your 
1944 steam requirements, B&W installa- 
tions—Radiant, Open-Pass, High-Head, 
and Integral-Furnace—continued to 
demonstrate their high availability for 
service, reliability, and economical per- 
formance under unprecedented operat- 
ing conditions. Along with these more 
recent B&W designs, Cross-Drum and 
Stirling boilers also upheld the impres- 
sive performance for which they have 
been so well known for decades. 

This proved ability of your B&W 


boilers to deliver large blocks of steam reliably 
and economically, even under adverse circum- 
stances, is a factor to keep in mind when boilers 
are needed for future replacements or expansion. 
It is an indication of how closely B&W designs 
are matched to the requirements of each job. It 
is a good reason why you will want to draw again 
on our long experience in designing, building, 
and applying steam-generating equipment —ex- 
perience which cannot be written into specifica- 
tions or shown on blue-prints, but which is 
inherent in every B&W Boiler. 
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Sgt. Buss in the uniform he wore 
in Italy as a fighting member of 
the 4th Rangers. 





Sgt. Buss fills out plant re- 
orts at his new job in 


arvester's Milwaukee 
orks. 


Harvester Veteran’s Re-employment 
Policy Already in Action... 
1,316 of them, honorably discharged, have ap- 


Sgt. LeRoy Buss of the 4th Rangers has re- 
turned to Harvester. We were happy to wel- 
come him back. 


He has five stars on his campaign ribbon, for 
participation in every major landing on the 
African-Sicily-Italy front. He was awarded 
the Bronze Star and Purple Heart medals, 
and a citation for his part in the battle. of 
Venefro. His outfit was honored for its work 
in North Africa. 


But Sgt. Buss, now honorably discharged, 
isn’t resting upon his honors. He is working 
in Harvester’s Milwaukee Works, in a posi- 
a of greater responsibility than the one he 
ert. 


He is one of more than 18,000 men and women 
who left Harvester for military service. Now 


plied for re-employment by the Company.’ 
Every one of them has been offered a job as 
good as or better than the one he left. 


We are gratified that 1,282 of these Harvester 
veterans—meore than 97 per cent—have fe- 
sumed employment with the Company, in- 
cluding many disabled men. Some of the re- 
maining three percent have indicated their 
intention to return to Harvester a little later. 
It is the Company’s objective to provide a 
job for every qualified Harvester veteran and 
to try to help every Harvester veteran qualify 
for a job. 


*As of October |, 1944, 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Ave. Chicago 1, Iilinois 


INTERNATIONAL HARVESTER. 
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LAN NOW FOR 1945 WITH 
MERCOID CONTROLS 


MERCOID HAS WHAT EXPERIENCED 
ENGINEERS WANT IN AN AUTOMATIC CONTROL 


1. Designed for positive safety—the prime purpose of a control. 


2. Built for years of dependable performance—a very desirable 
feature. 


3. Simplified for ease of installation—appreciated by the trade. 


4. Convenient facilities for making understandable adjust- 
ments—no time lost in calculating or guesswork. 


5. The only 100% Mercury Switch Equipped Control Line— 
which means that all “makes” “and breaks” in the electrical circuit are 
hermetically sealed, therefore immune to dust, dirt, corrosion, open arcing, 
pitting, or sticking of contacts—all common causes of contact trouble. 
Mercoid Switches provide an electrical contact that will give millions of 
perfect operations. 


The above facts merit your 
consideration. For detailed 
information see Mercoid 


catalog No. 600. 


THE MERCOID CORPORATION, 4219 BELMONT AVENUE, CHICAGO 41, ILL. 
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CONGRATULATIONS... 


ON BOTH YOUR FINE WORK 
AND FORESIGHT ON THE 
PAYROLL SAVINGS PLAN! 





In your wholehearted support of 
the Payroll Savings Plan, you are 
doing far more than backing the 
most valid system of war financing 
—and building a powerful dam 
against the onrush of dangerous in- 
flationary dollars. 

By encouraging the all-out par- 
ticipation of your employees in this 
greatest of all savings plans, you are 
helping to create a sound economy 
for post war days. 

With this same plan, you are as- 
sisting working America to build a 
mainstay against the inroads of un- 
employment—to save for homes, 


education and old age comforts! 


You and your employees, through 
mutual cooperation in this forward- 
looking plan, are gaining a new and 
closer understanding — the corner- 
stone of a firmer, mutually profit- 
able relationship! 


National benefits, too, follow the 
“All Out” effort you are making! 
The prosperity of our United States 
rests on the economic stability of 
both management and labor. Your 
Payroll Savings Plan is working 
constructively toward the assurance 
of both! 


The Treasury Department acknowledges with appreciation the publication of this message by 


PUBLIC UTILITIES FORTNIGHTLY 


This is an official U. S. Treasury advertisement prepared under the auspices 
Treasury Department and War Advertising Council 
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Mr. Horace R. Frye (left), As- 
sistant Supt. Water Works, and 
Mr. B. W. Peters, Foreman 
Meter Shop, Evanston, Illinois. 


the foundation 
of a well-run 


os tet 


| ae A 


‘TRE City of Evanston, Illinois, has found that there is far 
more to the practical operation of a meter shop than re- 
pairing and testing. There must be intelligent observation of 
meters, and complete records kept accurately and continu- 
ously. It is only in this way that maximum revenue and 
minimum charges can be obtained. 

With the help of their meter shop records, Evanston has 
been able to: 


(1) increase the percentage of water accounted for 
(Evanston accounts for 89.5% of its pumpage thru 
customers’ meters. Water used for sewer and hy- 
drant flushing and for fire is included in the re- 
maining 10.5%) 

(2) determine the length of time to leave meters in 
service before removal for periodic inspection 
and repair, and 

(3) help determine meter values. 

Trident representatives, familiar with practical meter shop 
operation, will be glad to help you with your inspection and 
repair program. 


NEPTUNE METER COMPANY * 50 West 50th Street « New York 20, N.Y 


$ ANGE 
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ARMORED CABLE : RUBBER POWER CABLES : VARNISHED CAMBRIC CABLES 


CRESCORD 


Rubber Jacketed 
Portable Cord 


FOR LONG SERVICE 
ON TOUGH JOBS 


Improvements in Buna-S (Government Synthetic 
Rubber) and the development of better manu- 


facturing methods have resulted in an excellent 


S2Ta2V9 AVMAAVdI GNV GASVINIA AQAVAT GAHOoIVvWnaA 


portable cord, comparing favorably with CRES- 
CORD formerly made with crude rubber which 


over many years had earned such an outstanding 


reputation for long life. 


| e 
CRESCENT @ 
WIRE and CABLE @ 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 


UILDING WIRE - IMPERIAL NEOPRENE JACKETED PORTABLE CABLES 
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ELDING CABLES : CRESFLEX NON-METALLIC SHEATHED CABLE « SERVICE ENTRANCE CABLE 
S2uUIM IOHLNAS-: 
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9m) GET INTO 
ACTION 


- A FASTER 


WITH THE 


DAVEY 
AUTO-AIR 


Whether it’s breaking up a section of concrete, emergency welding, 
or doing more extensive construction work . . . this truck, equipped with 
the Davey-Auto-Air-Welding combination, assures fast transportation of 
crew, tools and materials . . . provides compressed air . . . furnishes 
electricity for welding . . . and all power is supplied by the truck’s engine. 

You can save manpower, time, space, maintenance, and original cost 
by converting one or more of your trucks this way. Select one of these 
three units—the Auto-Air Compressor; the Compressor and Welder; or 
the Compressor, Welder, and Lighting Generator Combination . . . have 
it mounted locally on your truck with the Davey Heavy-Duty Truck Power 
Take-Off installed in the drive-shaft of the truck. 

Available in 60, 105, 160, 210 and 315 cu. ft. capacities Auto-Air and 
200 or 300 amp. welding generators. 

Utilities Are Making the Davey Pneumatic Saw Standard Equipment 
For cribbing, shoring, piling, bulkheading operations—felling and bucking trees. 
Lite inal tat de qealaahaaes Ik car ouster ic eikask conection Oe week 

cal lone onrvice * stan ae cross-cut teeth are easily sharpened. 

Bring Your faphooring Library Up-To-Date 

Write for a copy of the free Davey Catalog E-172, which gives full information 
on Davey Compressors, Davey Truck Power Take-Offs and Davey Pneumatic Saws, plus 
other engineering data. 


D-145-38 


DAVEY 2°". 2 


DEALERS IN PRINCIPAL Chpres 
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Baffles divide tube bank into small sections and drain off condensate. 


26,850 SQ. FT. 
LOW-HEAD CONDENSER 


During plant modernization, a large southern utility was recently faced with the 
difficult problem of installing a 26,850 sq. ft. condenser and hotwell in a restricted 
space having a headroom of only 12 feet. A thorough study of the engineering of 
available designs resulted in the selection of a Foster Wheeler low-head, single- 
pass, cross flow condenser. 


This design features a large central steam space which divides the tubes into two 
banks, thus providing the necessary longitudinal distribution of steam without the 
usual large steam dome. Shallow tube banks permitting good steam penetration, 
plus the radial tube arrangement, result in maintenance of constant steam veloci- 
ties and equalized pressure drops throughout the tube banks. Baffles placed parallel 
to steam flow divide the condensing surface into three sections and drain off con- 
densate, which otherwise would fall through the tube sections with resultant in- 
crease in pressure drop and reduced heat transfer. 


FOSTER WHEELER CORPORATION & 165 BROADWAY, NEW YORK 6, N. Y. 
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FOR MEASUREMENT 
SATISFACTION 
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This exclusive all-rotating design 
combines the maximum in low flow 
accuracy and sustai accuracy 
with silent operation, long life, and 
a minimum of maintenance. Made 
in sizes ¥e", Ye x %4", and 1°. 














PITTSBURGH-EMPIRE 
has the right type and size 


for every requirement | my we : é : : me 
You don’t use a 5-ton truck for GIREEEMirixe : 





light hauling—or a tack hammer to 
drive spikes. You fit the implement 
to the need. Likewise, domestic meters 
should be chosen to suit the service 
requirements involved No single 
type of meter can successfully and, : 4 ill 
at the same time, economically meet ss ST caer ne ee ee 
all conditions. a . x ing piston piers originated 

: ~ patented over 60 years ago. Made 

Where water is scarce or where eee, ‘7 sites "Yor, W'aed 1 

pumpage and treatment are costly, 
then good business practice dictates 
the use of the most accurate meter 
obtainable. On the other hand, if the 
cost of pure water is low—if it can 
be delivered without heavy expense 
for pumping, filtration, and treatment, 
then it may not be wise to install a 
premium meter just because it is the 
most accurate. Meter selection 
should be based on a careful study 
of these factors. 


All commercially manufactured : 
domestic meter types are represented as 
in the complete PITTSBURGH- @& = faction. | Rigid manufacturing 
EMPIRE line. Each is designed and ™, - acting text inake these meters top 
. e lollar value in the general servic 
made to the highest quality standards. Geld. Made in sizes ws ex Me | 
Our experienced service engi- eee ee 
— will be pleased to onse 
e€ metering requirements for any 
water system. Their PITTSBURGH EQUITABLE METER co. 
recommendations can Main Offices PITTSBURGH PA 
be made without bias Atlente Goais Brooklyn Chicago 
and for the best in- Pittsburgh Houston Kenses City Los Angeles 
terests of the commu- New York San Francisco Seattle Tulse 
nity concerned. National Meter Division, Brookly Y 


Wirte. Vctins. 
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Deaerating heaters 


toy 


Deaerating feedwater heaters must be fitted to 
many factors other than required capacity and 
operating conditions. The desired amount of storage 
may mean a large single-shell unit, or a heater 
with a separate storage tank. Space limitations and 
available access to buildings must be considered. 
Railroad clearances limit the size and shape of 
large units. And with each variation in shape, the 
critical design areas, volumes, tray and water dis- 
tribution, piping arrangements, and controls must 
be proportioned for dependable operation and 
maximum feedwater heating and deaerating 
Typical medium-size vertical deaerating 


heater mounted on a horizontal storage performance. 
tank. Vent condenser on side to save E s : 
headroom. How Elliott engineers fit Elliott deaerating heaters 


to their jobs is shown in the photos on this page. 
If you have a heater problem, particularly one that 
looks tough, talk it over with these Elliott specialists. 


ELLIOTT COMPANY 


Deaerator & Heater Division, JEANNETTE, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 












This 1,500,000 - Ib. - 
rey: decerating 
eater was shaped 
to fit into limited 
width in a big util- 
ity station. 


Two vertical deaerating heaters. 
Large unit has twice the capac- 
ity of the smaller, and eight 
times the storage capacity. It is 
up to railroad car limitations— 
12 ft. by 27 ft. high. 


N-977 
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and 
rage 
eater walk sp 
te: Attilities Almanack 
ered, 
e of 
. the Due to wartime travel restriction, conventions listed are subject to cancellation, 
ti 
dis. "7 Marcu 7 
must 
and | § American Water Works Association, Southeastern Section, will convene for session, 
¢ Montgomery, Ala., Mar. 19-21, 1945. 
iting 
Southeastern Electric Exchange, Engineering and Operation Section, will convene, 
Atlanta, Ga., Mar. 22, 23, 1945. 
aters 
age. 1 “? or amadag Telephone Association will hold session, Des Moines, lowa, Apr. 
» that Fy 





alists, 


G American Water Works Association, Ohio Section, will hold meeting, Columbus, 
PA. Ohio, Apr. 5, 6, 1945. 


q rest Valley Electric Association will hold engineering conference, Kansas City, 
Mo., Apr. 4—6, ‘ 4 











{i Midwest Gas Association will convene, Omaha, Neb., Apr. 9, 1945. ‘el 








{ American Water Works Association, Montana Section, will convene, Lewiston, Mont., 
Apr. 13, 14, 1945. 








9 American Bankers Association will hold administrative committee meeting, New 
York, N. Y., Apr. 15, 16, 1945. 








bi cone hye Works Association, Minnesota Section, start’ meeting, Minneapolis, 
inn., 1945. 








gr 


™ 8 


¥ American Society of Mechanical Engineers will hold spring meeting, Boston, Mass., 
Apr. 16-18, 1945. 





q lees Gas Measurement Short Course will be held, Norman, Okla., Apr. 
17-19, 1945 





4 Texas Telephone Association starts convention, Dallas, Tex., 1945. 








q Edison eer Institute Technical committees will meet, Chicago, Ill., Apr. ® 
30—May 2, 1945. 








§ Canadian Electrical Association starts annual western conference, Vancouver, Can., 
1945. 











Courtesy, AlliseChalmers Manufacturing Company 


Man and the Machine 


Balancing a flywheel in set which, on test, 
will support an aluminum. plant 
blooming mill 
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Whither RE A? 


The first step, declares the author, is to set it free from Agri- 
culture or any other government department or bureau in- 
cluding the Interior. He charges that at present it has a strong 
political flavor since its transfer to the Department of Agri- 
culture and says its former independence should be restored. 


By JUDSON KING 


DIRECTOR, NATIONAL POPULAR GOVERNMENT LEAGUE 


HE introduction in both houses 

of Congress of an identical bill 

to take the Rural Electrification 
Administration out of the Department 
of Agriculture and restore it to its 
original independent status, the resig- 
nation of Harry Slattery as Adminis- 
trator, and the appointment of Aubrey 
Williams to succeed him, once more 
focus attention upon the fortunes of 
that popular but troubled agency. Its 
fate has been hanging in the balance 
for nearly two years as the result of 
a heated controversy over its adminis- 
tration, of importance enough to hit 
the front page even in wartime. 


267 


What is the present status of the 
controversy? What effect will the ap- 
pointment of Mr. Williams have upon 
the movement for independence? 
What, from the viewpoint of business- 
like, honest, nonpartisan management, 
is best for REA? In short, where 
should we go from here? These are 
the queries posed for answer by the 
editor of the ForTNIGHTLY as a con- 
tribution to his forum in which are 
printed articles on all sides of utility 
problems. 

I am glad to comply. The Fort- 
NIGHTLY, though not an advocate of 
public power, has been fair in its treat- 
MAR, 1, 1945 
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ment of this REA matter, and reported 
accurately and impartially the hearings 
of the Senate committee investigating 
the administration of the agency. This 
committee, it will be recalled, last June 
reported an “emergency situation with- 
in REA” due to disintegration and 
confusion which “is an indictment of 
the administration under the Agricul- 
ture Department”; recommended res- 
toration of its independence “at the 
earliest possible date” ; and introduced 
a bill (S 2034) to take the agency out 
of the department. The report was 
unanimous, and was signed by the late 
Senator Smith (Democrat, South 
Carolina), Senator Shipstead (Repub- 
lican, Minnesota), Senator Aiken (Re- 
publican, Vermont), and Senator Gil- 
lette (Democrat, Iowa). The presiden- 
tial campaign intervened and the bill 
died with the 78th Congress. 


The Parliamentary Situation 


HE bill in exact text (S 309) was 

reintroduced on January 15th by 
Senator Shipstead on behalf of him- 
self and Senators Aiken and Wheeler 
(Democrat, Montana), and referred 
to the Committee on Agriculture, of 
which Senator Thomas, of Oklahoma, 
is now chairman. The next day it was 
introduced in the House by Represent- 
atives A. S. J. Carnahan, Democrat 
of Missouri, and Henry O. Talle, Re- 
publican of Iowa. These bills are num- 
bered HR 1505 and 1532, respectively, 
and were referred to the Committee on 
Interstate and Foreign Commerce, the 
chairman of which is Representative 
Clarence F. Lea of California. From 
its inception rural electrification has 
always been considered a nonpartisan 
issue, and bills and appropriations 
have been handled in Congress upon 
MAR. 1, 1945 


that basis. The introduction of this bil] 
for independence by members of both 
parties further emphasizes that fact. 

Senator Thomas has appointed a 
subcommittee, with himself as chair- 
man, to hold hearings on the bill. The 
other members are Senators Russell, 
of Georgia, Ellender, of Louisiana, 
and Bilbo, of Mississippi, Democrats; 
and Shipstead, of Minnesota, and 
Aiken, of Vermont, Republicans. The 
House subcommittee had not been an- 
nounced at this writing. 

As to the appointment by the Presi- 
dent of Mr. Williams as Administra- 
tor, the five members of Congress who 
have introduced this bill state that 
they are urging the freedom of REA as 
a matter of principle distinct from per- 
sonalities; that they are concerned 
over the permanent, as well as the im- 
mediate, welfare of the agency; and 
that they will present evidence and 
press for the passage of the bill re- 
gardless of who is Secretary of Agri- 
culture or Administrator, and also in 
complete disregard of partisan politics. 

It is no secret that Senators Ship- 
stead, Aiken, and Gillette, who did the 
hard work on last year’s investigation 
(Smith was preoccupied with his cam- 
paign and Bilbo did not attend or 
sign), did not take kindly to the con- 
temptuous propaganda campaign set 
going by Secretary Wickard, his de- 
partment heads in REA, and the off- 
cials of the NRECA. They contended 
that the probe was a farce, one-sided, 
and merely a political smear campaign 
to embarrass the Roosevelt administra- 
tion. The committee indicated in its 
interim report that the scant appropria- 
tion allowed it (it was only $7,000) 
permitted the employment of an utter- 
ly inadequate staff to sift a mountain 
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of official documents, and did not allow 
the holding of hearings in St. Louis 
and elsewhere as they desired, or even 
to bring witnesses to Washington. 
With Senators Shipstead and Aiken, 
who are thoroughly aware of the short- 
comings of the inquiry to date and who 
know the subject as did Senator Gil- 


- lette, made members of the new com- 


mittee, it is practically certain that a 
mass of new evidence will be produced, 
with special attention paid to the polit- 
ical and managerial activities of Sec- 
retary Wickard since the interim re- 
port of last June, which seems to have 
had no effect upon him. 


The Key to the Conflict 


= parliamentary _ situation 
cleared, we may now turn to a 
brief review of Mr. Wickard’s admin- 
istration of REA, which led to the 
present crisis in its affairs. It can be 
cheerfully recalled that for the first 
four years of its history REA had the 
proud reputation of being one of the 
cleanest and most efficient nonpartisan 
agencies of the government. It was 
then independent like TVA. 

When it was put under the Depart- 
ment of Agriculture in 1939, Adminis- 
trator Carmody promptly resigned, 
sensing political interference and be- 
cause, as he told the Senate committee, 
in essence, no executive could efficient- 
ly administer an action agency like 
REA in the highly competitive utility 
field if he had three or four “layers of 
authority” over him. Its troubles be- 
gan when Secretary Wickard on his 
accession to power in 1940 promptly 
started to dismantle the united organi- 
zation which had been built up and 
trained by Carmody for this experi- 
ment in codperation, and to distribute 


its functions among the various divi- 
sions of his department. Administra- 
tor Slattery, who succeeded Carmody, 
objected because he perceived the po- 
litical purpose behind these changes. 
Wickard’s efforts to eliminate him be- 
gan at that time, and mainly for that 
reason. 


T bottom this whole ruckus over 
REA stems from the Secretary’s 
violation of the letter and spirit of the 
Norris-Rayburn Act of 1936, which 
provided independence in management 
and nonpartisan, nonpolitical adminis- 
tration. 

Indeed, a measure of independence 
was retained in the Reorganization 
Act of 1939, since it gave the Secre- 
tary of Agriculture only “general 
supervision” and left execution to “be 
exercised by” the Administrator. At 
that time Chief Counsel Nicholson of 
REA, in a requested legal opinion, ad- 
vised Mr. Slattery in substance that he, 
not Wickard, was legally responsible 
for the day-to-day management of 
REA and its various divisions. He has 
since apparently revised his opinion in 
favor of Wickard. (See Senate sub- 
committee hearings Part 3, p. 792.) 

There follows some account of the 
attempts to turn REA and the co-ops 
into a political machine; the inevitable 
repercussions of this policy upon the 
business management of REA; and 
the enlistment of REA personnel in 
the campaign to defeat the Senate bill 
removing the agency from Wickard’s 
control. 


Enter Deputy Administrator Craig 


O NE of the most astonishing aspects 
of Mr. Wickard’s official conduct 
has been his close connection with the 
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heads of the National Rural Electric 
Codperative Association before men- 
tioned (NRECA for short), an or- 
ganization which now claims a mem- 
bership of 547 of the 815 REA codp- 
eratives. 

Note that I say “the heads,” he- 
cause the member cooperatives were 
not consulted upon, and did not au- 
thorize, the actions of these gentlemen 
which have been so severely criti- 
cized. 

The writer is a strong advocate of a 
democratically controlled national or- 
ganization. The Pusiic UTILITIES 
ForTNIGHTLY of July 8, 1943, carried 
an article of mine which first exposed 
the actual origin of this association, 
and the facts of which were substan- 
tiated later by testimony before the 
Senate investigating committee. This 
evidence proves that the National was 
the “brain child” of Deputy Adminis- 
trator Robert B. Craig, who secretly 
and in violation of department regula- 
tions planned and promoted it. 


| tae oN attention must be 
paid in this article to the varied ac- 
tivities of Mr. Craig, because in his 
present position he, in my opinion, is 
still a factor to reckon with and because 
all known evidence points to the conclu- 
sion that it was he who sold Mr. Wick- 
ard a bill of goods as to the potential 
political influence and power of the in- 
fant NRECA. It was the Secretary’s 
second major bungle, the first being his 
move to “integrate” the staff and 
functions of REA with the Agricul- 
ture Department. 

Any sound adviser could have told 
him that the cooperatives in this re- 
spect are nonpartisan in fact and spirit 


fluence their votes. Also, such a move 
would boomerang, as far as the gen- 
eral public was concerned, about as 
effectively as an attempt to com- 
mandeer the Sunday-school vote. 


eePronurs to the National, it was 

incorporated March 20, 1942, by 
ten men, hand picked by Mr. Craig, 
who became its officers—Steve C. Tate, 
a Georgia businessman-politician and 
head of a co-op, president, and E. J. 
Stoneman, a co-op president of Wis- 
consin, vice president. It was these of- 
ficers and board members who, upon 
their own initiative, brought charges 
against Administrator Slattery last 
year in an effort to eliminate him and 
secure an Administrator more to their 
liking. 

This after he had refused to en- 
dorse a now notorious insurance 
scheme they were promoting. Mr. 
Wickard joined in this effort. There 
was widespread resentment among the 
cooperatives over this highhanded 
business. Many withdrew and some 
260 of them never have joined the 
NRECA. 

But right at the time when the pres- 
tige of these leaders and promoters was 
imperiled, Wickard promptly threw 
his support behind them and in par- 
ticular ex-Congressman Clyde T. El- 
lis of Arkansas, its executive manager. 
Mr. Craig was permitted to resign, 
without prejudice, on May 5, 1943, 
while still under official investigation, 
and ten days later accepted a position 
with the Copperweld Steel Company, 
at a salary reported to be $20,000 a 
year. 

Mr. Craig was succeeded by William 
J. Neal, president of the New Hamp- 


and would resent any attempt to in-biishire Codperative. 
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The Shipstead Resolution 


oo, HE Shipstead resolution, in effect, directed an inquiry into the fi- 

nancing of the NRECA, and what efforts it had made to ‘in- 

fluence the administration of the act.’ The first was not done; the latter 

only partially. It seems clear from available data that the National has to 

date collected in the neighborhood of $175,000 from the co-ops in mem- 
bership fees and dues.” 





Team Play Begins 


k= team play then began. Un- 


like Slattery, Neal was not a “dis- 
turbing” factor, but obeyed Wickard’s 
directives most satisfactorily. When 
Mr. Neal spoke before statewide meet- 
ings of the co-ops, Mr. Ellis was al- 
lowed to appear with him, and made 
long speeches against Slattery, with 
Neal never protesting. On the other 
hand, when Mr. Ellis attended regional 
meetings of the National Association, 
Mr. Neal would appear, usually ac- 
companied by several headquarters and 
field men of REA. This codperation 
continued right through the campaign 
of last fall and still continues. 

It is germane to note that in April 
of 1943, when Wickard began work- 
ing with Mr. Ellis and his board, the 
National claimed a membership of 494 
cooperatives, with 570,845 rural con- 
sumers connected. In that year it re- 
ported collections of $69,786 from the 
co-ops in fees and dues, although ex- 
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penses exceeded income by $5,848. 
Dues reported for 1944 totaled nearly 
$75,000. Such an association could be 
useful if kept well in hand, and Wick- 
ard was looking ahead. The sentiment 
for independence was growing, and he 
needed the aid of NRECA to keep his 
hold on REA. Besides, the 1944 cam- 
paign was approaching. 


URING the summer of 1944 the 
NRECA pay-off for his support 
came. After the Senate bill for inde- 
pendence was introduced on June 23rd, 
the executive committee of the Nation- 
al announced it would remain neutral 
on the issue. But President E. J. Stone- 
man, who had succeeded Tate, came to 
Washington, had a conference with 
Secretary Wickard, and from then on 
conducted a campaign among the co- 
ops, which he said was personal, to 
keep REA in Agriculture. His board 
members stood by him. 
This action caused a lifting of eye- 
brows among the codperatives and 
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many regarded themselves betrayed. 
The demand for independence grew 
and became organized and vocal. 


The San Antonio Convention 


HE third annual convention of the 

NRECA was held at San Anto- 
nio, Texas, on January 16th and 17th 
last. There were 276 voting delegates 
present out of the 547 member co-ops, 
and a general attendance of around 1,- 
100. President Stoneman, ex-President 
Steve C. Tate, Secretary Avery C. 
Moore, and a majority of the board of 
directors, which majority consisted of 
hold-overs, were in command and op- 
posed to independence which was the 
only real controversial issue in sight, 
and scheduled to be silenced. In addi- 
tion there were an estimated 30 or 40 
REA men in attendance from St. 
Louis and Washington headquarters 


and the field, headed by Acting Ad- 
ministrator Neal and Deputy Nichol- 
son, who made addresses, and several 


division chiefs. All these, of course, 
were for retaining REA in Agricul- 
ture. 

Present also were former Deputy 
Administrator Robert B. Craig and 
Executive Manager Clyde T. Ellis, 
who traveled together from Washing- 
ton to attend. Mr. Craig was in 
charge of an exhibit for his company. 
Mr. Ellis is now a Lieutenant in the 
Navy, having been granted a leave of 
absence by the NRECA board for the 
duration, but plans to return to his old 
position when peace comes. Delegates 
report that in his address he affirmed 
his continued interest in the work of 
the association, and explained that al- 
though he was unable to obtain a leave 
from his commanding officer to attend 
the Chicago convention on invitation 
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last year, this time he succeeded, and 
had come by plane from England, 
where he is now stationed. The Lieu- 
tenant’s attendance is of interest here 
because he had previously, while Con- 
gressman and later as manager, been 
an advocate of independence for REA, 
but unfortunately made no mention of 
it in his address. 


The Insurgents Organize 


5 hes night before the convention 
opened over 100 delegates and co- 
op representatives, who were not dele- 
gates but in attendance, met and 
formed a permanent committee to 
work for independence and to support 
the Senate and House bills lately in- 
troduced. It was unanimously voted 
to present the following resolution to 
the resolutions committee for consid- 
eration: 

WHEREAS, we desire the very greatest op- 
portunity for REA to expand to the utmost 
in electrifying rural America; and 

WueEreas, the aim and purpose of the 
REA Act is definitely nonpartisan ; f 

THEREFORE, BE It REsoLveD: That this 
National Rural Electric Codperative As- 
sociation favor the restoration of REA to 
an independent status. 

ANp FurtHer, BE It RESOLVED: That this 
resolution be voted on by secret ballot by 
delegates assembled. 

RESOLVED: That the program be changed 
on Wednesday, January 17, 1945, so that the 
business session can be held in the morning 
due to the amount and importance of busi- 
ness at hand and in fairness to the delegates 
whose reservations require that they must 
leave early. 

The resolutions committee, after a 
long battle, by a 9-to-7 vote reported 
the resolution with the recommenda- 
tion that “it was the opinion of the 
committee that ultimately the REA 
should become an independent agency 
of the U. S. government,” but that due 
to the war emergency the resolution 
should not be acted upon. Former 


272 





WHITHER REA? 


President Steve C. Tate was in the 
chair and the recommendation was 
adopted without debate just before ad- 
journment. It is the opinion of the in- 
surgents that if open debate had been 
allowed and a secret ballot taken their 
independence resolution would have 
been adopted by a large majority. 

The result spells victory for the in- 
surgents. Manifestly. they represented 
the majority sentiment of the 276 ac- 
credited delegates in attendance, the 
271 cooperatives that are members of 
the NRECA but which did not send 
delegates, and the 277 codperatives 
which are not members of the associa- 
tion. Otherwise, the officers in con- 
trol of the gathering, despite their de- 
votion to Wickard, would not have 
conceded the principle of independence. 
They were forced to do that, however, 
to maintain their standing among the 
cooperatives and to prevent further 
withdrawals from the National. Hence, 
they stalled for time. A former REA 
engineer writes, “same old steam 
roller.” 

It is generally agreed, and even 
President Stoneman had admitted in 
private, that a big majority of the co- 
Operatives desire the freedom of REA 
from Agriculture. It is undeniable that 
a large number of them have to date 
refrained from expressing their will 
for fear that open action would ad- 
versely affect their receiving alloca- 
tions and permission to extend their 


e 


lines at the hands of the present admin- 
istration of REA. 


REA Co-ops Used As Campaign 
Platforms 


|. ctu any man in public life 
has not only the right but the 
duty, especially in campaign times, to 
explain to the voters the attitude of 
himself and his party toward such 
nonpartisan agencies as REA, and it 
is noticeable that most speakers in agri- 
cultural states do. 

I trust it will also be admitted that 
it is highly improper for a Secretary of 
Agriculture, who is boss of REA and 
controls allocations of money and per- 
mission to extend lines in this difficult 
time, to invade the regular business 
meetings of the statewide codperatives 
to make speeches in the midst of a 
presidential campaign. And is it exactly 
in conformity with the Hatch Act or 
Civil Service regulations for his sub- 
ordinates in REA to solicit and insist 
upon appointments for such speeches? 

Yet that is what Mr. Wickard did 
last fall in the doubtful states of Penn- 
sylvania, Ohio, Indiana, Illinois, Ken- 
tucky, Wisconsin, and Oklahoma, in 
the course of his regular campaigning 
for his party. He did not urge his co- 
op audiences. to vote the Democratic 
ticket. That would be playing politics. 
He simply stated his profound devo- 
tion to rural electrification, and an- 
nounced that he had recommended an 


sentatives to attend or speak at the conventions of voluntary 


q “As a rule government bureaus send only one or two repre- 


associations at government expense. It might be fruitful, 
therefore, to discover the real purpose of and the cost to 
REA in money and time expended in sending thirty or forty 
... to attend the national conventions of NRECA.” 
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appropriation of $585,000,000 for an 
immediate postwar program, and 
urged the codperatives to make com- 
mitments at once for materials and be 
ready to start construction when Ger- 
many surrendered. The amount allo- 
cated to each state was announced, all 
of which got a good press. In arrang- 
ing some of these meetings NRECA 
leaders were very active. 

The proposal is fine. The money 
will be needed, but I am informed that 
many co-op members raised the ques- 
tion, Why break the good news at this 
time and in this way, leaving other 
states to be informed by mail ? The Mis- 
souri Statewide declined to allow Mr. 
Wickard to appear at their meeting, on 
the grounds that theirs was a nonpo- 
litical, nonpartisan affair. 


The Split in the REA Staff 


HE cause of another phase of 

REA’s_ misfortunes requires 
further account of the activities of 
former Deputy Administrator Craig. 
One of the most startling and reveal- 
ing pieces of testimony given at the 
Senate inquiry was by John A. Becker, 
a rural electrification leader of Wis- 
consin, who swore that in December, 
1940, Craig had revealed to him his 
ambition to “run REA” ; this by means 
of a personal machine loyal to himself 
he was building up within the organi- 
zation’s staff, and, secondly, by a na- 
tional association of the co-ops he pro- 
posed to organize and dominate. One 
method of control was to be through 
such adjuncts as appliance and insur- 
ance cooperatives which would be prof- 
itable to both the head office and local 
co-op officials who were to be also of- 
ficers of the appliance-vending con- 
cerns. The National would engage in 
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politics since there would be a poten- 
tial 4,000,000 votes in the co-ops’ fami- 
lies. Big campaign contributions could 
be secured from private corporations 
doing business with the selling con- 
cerns. Craig denied the interview, 
but the pattern of NRECA as organ- 
ized fifteen months later checked with 
the memorandum in which Becker re- 
corded the talk. 

Craig had established his personal 
machine in REA all right long before 
he unexpectedly resigned in May, 
1943, but the chiefs of some divisions 
and their subordinates, men and wom- 
en down the line, refused to cooperate 
with Craig because they disliked his 
methods, and well knew the danger to 
REA from his aims. These employees 
privately favored Mr. Slattery’s side 
of the ensuing controversy, although 
they took no open part in it. They be- 
came marked persons, however, when 
Mr. Wickard teamed up with Ellis 
and the National board in May, 1943, 
to eliminate Slattery, in which effort 
Craig participated, as his testimony 
shows. As a result of all this, when 
Mr. Neal succeeded Craig as deputy 
administrator he, in codperation with 
Carl Hamilton, Wickard’s assistant 
handling REA affairs, started a purge 
of the anti-Craig personnel, which con- 
tinues to the present day. And it is 
significant that scarcely any pro-Craig, 
pro-NRECA men have been dis- 
charged or forced out; rather they 
have been advanced. True, the person- 
nel appropriation had been cut, but 
why this discrimination in discharge of 
employees for that reason? 


yy this process Civil Service provi- 
sions were blandly disregarded in 
several cases. Many were loyal, expe- 
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REA Personnel for Partisan Campaign Purposes 


sae agerrneneell questions arise as to the use of the REA personnel for 

partisan campaign purposes already dealt with. If such use be- 

comes an allowed practice, what will happen to REA? And what about 

the enforcement of the Pernicious Political Activities Act of 1939 which 
prohibits such conduct?” 





rienced veterans of unquestioned pro- 
fessional ability who had helped build 
up REA from scratch. Several others 
resigned in disgust. Such manage- 
ment is disastrous in two ways, it dis- 
courages faithful employees, and, when 
eliminated, deprives the cooperatives 
of their trained and competent services, 
which in practice means millions saved 
in money and time. 

This situation was a prime cause of 
the “growing discontent and distrust” 
which the Senate committee found to 
exist. But Mr. Wickard, determined 
on running REA in his own fashion, 
and with not too much attention to the 
statutes, made what, in my opinion, 
was another blunder. 


Between Two Bosses 


Es Slattery would not 
play Mr. Wickard’s kind of ball, 
and Wickard determined on putting in 
a pitcher who would. Note the curious 
language in the memorandum ap- 
pointing Mr. Neal, dated June 23, 
1943; 
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William J. Neal has been appointed dep- 
uty administrator of the Rural Electrifica- 
tion Administration. Effective immediately, 
Mr. Neal will exercise codrdinating, and ad- 
ministrative authority for the operation of 
the Rural Electrification Administration. All 
section and division heads and the mem- 
bers of the administrative staff will report 
to the Administrator through Mr. Neal. 


The press has sufficiently reported 
that this directive resulted in conflict 
between Administrator Slattery, who 
held it illegal, and Deputy Neal, as to 
who was what. Conflicting orders de- 
moralized the staff for months, and of 
course interfered with efficient admin- 
istration. 


B” the big point raised here is, did 
the memorandum of the Secretary 
amend the act of Congress which re- 
quires that all allocations of money 
and contracts must be signed by the 


Administrator? Incidentally, when 
Wickard was testifying, Counsel Beedy 
asked him if he had asked for a legal 
opinion on his authority to vest such 
powers in a deputy. The Secretary 
replied : “No, I don’t remember of hav- 
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ing thought that was in question.” 
(Italics supplied.) He further stated, 
“If you will read that memorandum 
you will see that all the agencies are 
to report to Mr. Neal through Mr. 
Slattery. . . .” which is the precise re- 
verse of the language. (Hearings 
Part 2, pp. 387, 388.) 

To be sure, the Solicitor General, a 
year later, rendered an opinion that 
the transfer did give the Secretary ad- 
ministrative as well as supervisory au- 
thority. This was a surprise to certain 
able lawyers in and out of Congress 
who hold a contrary opinion. Mean- 
time, as Slattery will testify, Deputy 
Neal ignored him and signed many al- 
lotments and contracts aggregating 
millions, with Slattery sitting in his 
office a few feet from Neal’s office. 
Question. What would happen if the 
Federal courts should overturn the So- 
licitor General’s opinion, and the con- 
tracts and documents which bear 
Neal’s signature become void? 


What the New Congress Faces 


oR eighteen months Administrator 

Slattery, in defense of the basic 
principles on which REA was founded, 
resisted what he regarded as betrayal 
of those principles, and in that alone 
rendered a great public service. He 
held on until he had had his day in 
court, which the late Senator Norris 
demanded for him and Wickard had 
denied, and the Senate committee had 
cleared him of slanderous charges 
against his private character and pub- 
lic service which the report states were 
“suddenly discovered.” Finally he re- 
signed on November 25th last, and in 
a statement to the press made charges 
of illegal acts which “jeopardize the 
repayment of government loans and are 


dangerous to the welfare and perma- 
nent success of REA.” Such charges in- 
dicate a slumbering volcano of misrule 
and cannot be dismissed as the vaporiz- 
ings of an ousted officeholder. 

They lay a very serious responsi- 
bility upon the doorstep of this 
Congress, serious indeed if ru- 
ral electrification is a necessary factor 
in the rehabilitation of American agri- 
culture, and agriculture is a major part 
of the national economy. Also serious 
if public confidence in the capacity of 
the Federal government rightly to man- 
age public power projects is to be es- 
tablished and maintained in the fashion 
exemplified by TVA. 


Getting Down to Cases 


I SURMISE it will be helpful if we now 
get down to some illustrative, con- 
crete cases. Let us first glance at a 


few hang-overs from the incomplete 


probe of last year which Senators 
Aiken and Shipstead already know a 
lot about. 

There is that copper versus alu- 
minum controversy. The committee 
found there was “the almost constant 
effort of some of the employees and en- 
gineers of the REA to force upon the 
farm cooperatives a higher cost of con- 
ductors than was desired by some of 
the farm co6peratives .. . that the prod- 
ucts of the Copperweld Steel Company 
were favored over aluminum by some 
of the engineers having to do with the 
approval of contracts.” In this connec- 
tion we now have the report of the De- 
partment of Agriculture investigators 
made March 24, 1942, not made public 
by Wickard but published by the com- 
mittee (Hearings Part 5, pp. 1517- 
1798), which names the engineers re- 
sponsible, whose chief was Mr. Craig 
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at the time, and who also is named. The 
Senate committee states its opinion 
“that there was something more than a 
legitimate and ethical connection . . .” 
in all this copper business. (Italics sup- 
plied. ) 

This statement, considered in the 
light of the testimony of several engi- 
neers who protested the policy, seems 
rather significant. Mr. Craig testified 
that ten days after he resigned from 
REA he took a position with the Cop- 
perweld Steel Company, but on condi- 
tion that he was “to have nothing to 
do with REA.” Incidentally, this Part 
5 of the hearings contains three other 
reports of department investigators, 
likewise not made public, which contain 
evidence quite adverse to Mr. Wick- 
ard’s attitude in this controversy. 


Ne The Shipstead resolution, 
in effect, directed an inquiry into 


the financing of the NRECA, and 
what efforts it had made to “influence 
the administration of the act.” The 
first was not done; the latter only par- 
tially. It seems clear from available 
data that the National has to date col- 
lected in the neighborhood of $175,- 
000 from the co-ops in membership 
fees and dues. 

The committee reports that the evi- 
dence before it “raised questions about 
many matters of administration with- 
in REA which deserve and even de- 


mand further study.” But enough for 
the hold-overs. Pass now to more re- 
cent happenings. (Italics supplied.) 
As a rule government bureaus send 
only one or two representatives to at- 
tend or speak at the conventions of vol- 
untary associations at government ex- 
pense. It might be fruitful, therefore, 
to discover the real purpose of and the 
cost to REA in money and time ex- 
pended in sending thirty or forty REA 
chiefs, division heads, subordinates, 
and field men to attend the national 
conventions of NRECA. Also, why 
dispatch half a dozen to attend the ten 
regional meetings of the association, 
at each of which a member of the board 
of directors of the National is elected ? 
There are also the meetings of the 
statewide organizations of the cooper- 
ative managers and directors quite dis- 
tinct from the NRECA. It may be 
fairly asked, why was it desirable that 
ten headquarters and field men should 
travel from St. Louis, Washington, 
and near-by regional points to be pres- 
ent at the meeting of the South Caro- 
lina Statewide at Myrtle Beach last 
fall? What was the purpose St. Louis 
officials had in mind when they called 
a special meeting of the Colorado 
Statewide at Denver last June? It 
turns out that in both instances the hot, 
undercover issue was the attitude of 
the codperatives on independence. The 
same is true of the North Carolina, 


7 


cent years have met with more genuine approval from the 


“No appropriations by Congress for domestic purposes in re- 
y g 


American public—urban and rural alike—than those to fi- 
nance loans to the REA cooperatives. It would be most un- 
fortunate if the prestige of this splendid enterprise be fur- 
ther besmirched by party politics and its twin sister, bad ad- 


ministration.” 
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Georgia, and other statewide meetings. 

If it be maintained that only a few 
REA chiefs and employees were given 
orders and travel permits to attend 
these meetings, how did it happen that 
so many others just chanced to have 
customary work to do on those particu- 
lar days in those particular towns and 
cities and, so, incidentally dropped in 
to meet the boys and girls? 

Pertinent questions arise as to the 
use of the REA personnel for partisan 
campaign purposes already dealt with. 
If such use becomes an allowed prac- 
tice what will happen to REA? And 
what about the enforcement of the 
Pernicious Political Activities Act of 
1939 which prohibits such conduct? 

If Mr. Wickard, Mr. Neal, or their 
aides have directed or permitted office 
and field men to influence the codpera- 
tives against the pending bill for inde- 
pendence, as repeatedly reported, what 
about the 1919 act prohibiting govern- 
ment employees from attempting to in- 
fluence legislation pending in Con- 
gress? 

Mr. Slattery asserts serious infrac- 
tions of the rules governing competi- 
tive bidding, a subject important 
enough in itself to justify a probe. Not 
only are hundreds of millions of dol- 
lars involved, along with the integrity 
of the agency but, as is well known, 
finagling in this respect is a hoary 
method of paying political party debts 
or securing support. 


HESE area few of the questions 

forced by the tactics of the pres- 
ent administration of REA which is 
now asking Congress to appropriate 
for expenditure by it a special fund 
of $585,000,000, to be spent in three 
years, along with the continued 
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supervision of the $525,428,288 al- 
ready appropriated. There is wide- 
spread dissatisfaction and disillusion- 
ment among the codperatives them- 
selves over the present fiasco. Not for 
light reasons did the insurgents organ- 
ize and force the machine-controlled 
convention of NRECA at San An- 
tonio to endorse the principle of inde- 
pendence, while stalling for time. 

The public power world is shocked 
by the REA debacle and is fearful of 
its repercussions upon the movement. 
No doubt most private power execu- 
tives are gleeful and have an “I-told- 
you-so” attitude; but not all. Many of 
them sell wholesale power to the co- 
dperatives and many would prefer a 
stable, impartial administration of 
REA, unaffected by politics. The same 
is true of reputable manufacturers and 
dealers selling equipment and appli- 
ances to the codperatives to the tune of 
millions of dollars now, and more to 
come. 


The Stake of the American Public 


N°? appropriations by Congress for 
domestic purposes in recent 
years have met with more genuine ap- 
proval from the American public—ur- 
ban and rural alike—than those to 
finance loans to the REA cooperatives. 
It would be most unfortunate if the 
prestige of this splendid enterprise be 
further besmirched by party politics 
and its twin sister, bad administration. 
It is high time to restore confidence, 
and the answer to the editor’s ques- 
tion, “Where should we go from 
here?”’ is this: The first step is to set 
REA free from Agriculture or any 
other government department or bu- 
reau, including Interior. In support of 
that position I can quote no more com- 
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WHITHER REA? 


petent authorities than the father of pletely to destroy, REA during its period of 


csp independence never once caused the admin- 
the REA Act and the Administrator istration a moment’s embarrassment. It 


who brought together the harmonious, was a clean show. We took care of our own 


é fee. oy ‘ business. We told the selfish power oper- 
eficient organization which Messrs. ators to stay on their own side of the fence 


Craig and Wickard have done so much and we would stay on our side—precisely as 


the Congress provided in the REA Act. We 
to wreck. There follows an excerpt worked for the farm people and they worked 


from a long letter Senator George W. with us. We had no subtle plans; our 


° : cards were on top of the table. We went 
Norris wrote me shortly before his on the theory that good administration will 


death last August: make oor of friends Per a sean 
A ; tration and let it go at t. at a pity 
You ask if I favor setting REA free. I the tinkers tinkered in this case. 
answer emphatically “Yes.” JI am in favor 
of any bill that Congress can enact into law : 
that will restore the REA to its independent Rr the outset those in REA and 


oh aaa and you can say so in the Bul- NRECA responsible for this 


: yong transfer ge esi to ie Dae whole mess have advised a hush-hush 
culture Department in was a mistake. : : 
I said so then. I told the President it was. policy ; They argue that if uncovered 


I regretted very much that this transfer took the power trust would make capital of 


place. I have been opposed to this transfer: & 49h 
to Agriculture or any other department ever it and that would “hurt REA” or “hurt 


since because the truth is that it will not the National.” That is quite uncom- 


fit in with any department. I have not : 
changed my mind. REA ought to be an in- plimentary to the astuteness of the 


dependent, nonpartisan organization and it utility boys and their political friends, 
comes a political foosball itis bound to fai, and I am one of those who advise that 
In the: cand eidetls Hon. Jolei-3 it is better that the friends of REA and 
Carnie, Adininiinveter ‘ — RE - an honest National Association should 
: A : ..’ clean house before our opponents and 
just prior to its transfer to Agricul- disgusted public do it for us. The 
ture, made this statement: only safe way to conduct the public 
In spite of this forthright policy of inde- business is right on the barrel head— 


pendence that laid the foundation that not : : 
even maladministration has been able com- especially in a democracy. 





Regimentation if Planning Fails 


CC YN certain quarters there is a prejudice against the word 

‘planning’ that probably springs from apprehension that 
planning may lead us into a regimented way of life. I feel that 
just the opposite is the case. 

“Regimentation arises after planning has failed. Regimenta- 
tion must depend on force and violence to implement its intui- 
tions and its fanatic will. Free, open, democratic planning, 
thinking about our national future out loud, will contribute to 
the success of our form of government by bringing abiding 
satisfaction in the American way of life. 

“Thus planning will render regimentation always distasteful, 
unnecessary. Business today does not accept either regimenta- 
tion on the one hand or the statistical inevitability of mass un- 
employment on the other.” 

—RBEARDSLEY RUML, 
Chairman, Federal Reserve Bank of New York. 
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Stalking the “Money Changers” 


A hunt in which the shots fired with scattering aim 

have, in the opinion of the author, hit many in- 

nocent bondholders—retired folks and widows, life 

insurance companies and hospitals, trust funds 
and colleges. 


By ERNEST R. ABRAMS 


0 sooner had the New Deal as- 
N sumed office twelve years ago 
than it announced its intention 
of destroying the “money changers” 
and thus preserving the sacred things 
of the temple. It was to be a great hunt 
for that particular stripe of evildoers. 
The major trouble with the tech- 
niques, however, would seem to have 
been that boys with blunderbusses were 
sent out to do a job that should have 
been assigned to expert riflemen. In- 
stead of drawing a bead on the par- 
ticular varmint that was killing the 
chickens, they pointed their scatter- 
guns in the general direction of our 
several financial districts and hit every- 
one within shooting distance. And the 
folks who got most of the buckshot 
were innocent bondholders — retired 
folks and widows, life insurance com- 
panies and hospitals, trust funds and 
colleges. It didn’t used to be cricket to 
shoot at them. 
Much depends, of course, on what 
was meant by “money changers.” If 
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the New Deal was referring to the 
dominant position Wall Street long had 
maintained in financing the nation’s in- 
dustries, that particular variety of 
money changer merely‘has had his ad- 
dress changed from Wall Street to 
Pennsylvania avenue. With innumer- 
able Federal agencies straining at the 
bit to loan public funds on every con- 
ceivable type of risk, the play certainly 
has been transferred from the critical 
eyes of experienced bankers to the 
sympathetic vision of vote-minded poli- 
ticians. If the purpose of the New Deal 
was to limit bankers’ spreads to a mere 
subsistence level, that too has been ac- 
complished through passing the lend- 
ing ball to Federal agencies and through 
promulgation by the Securities and 
Exchange Commission of its competi- 
tive bidding requirement. But if “driv- 
ing the money changers from the tem- 
ple” meant trimming the sails of specu- 
lators, it has proved a miserable flop. 
Those nimble gents still are riding the 
crest of the wave. 
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HE hides of so many varieties of 

bondholders have been punctured 
by wild shots of New Deal huntsmen 
that it would take a volume to consider 
all of them. Suppose, then, we talk 
only about public utility bondholders 
at this time. 

There are numerous ways of de- 
stroying capital, as dictators abroad 
have discovered, and one of the least 
painful or “hidden” ways is to reduce 
its earning power. Purely from the 
standpoint of return, the holder of a 
million dollars of bonds yielding 24 per 
cent is no richer than the man with half 
a million invested at 5 per cent. And if 
the man with a million invested at 5 
per cent has his bonds retired, and he 
can reinvest only in other bonds yield- 
ing a 24 per cent return, his fortune, in 
effect, has been cut in half. It has not 
quite come to that yet in public utility 
investment, but we’re edging closer to 
the mark. 

Presented in Table I is a record of 
all operating electric power and light 
utility financing for the past ten years, 
separated between stocks and debt se- 
curities. These data were obtained 
from the weekly tabulations of 
Moody’s ““Manual of Public Utilities,” 
and all distributions to the public of 
securities previously lodged in holding 
company portfolios, or issued by one 
company to acquire another, have been 
excluded. So far as can be determined 
from descriptions of the various securi- 
ties set out in public announcements, no 
new capital was raised by operating 
electric utilities either in 1943 or 1944. 


eee average coupon rate of the 
debt securities distributed to the 
public by electric operating utilities in 
1944, as will be seen from Table I, 
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was 22.1 per cent below the average 
rate for 1939 and 13.1 per cent under 
the average rate for the 10-year period. 

But most of these bonds, notes, and 
debentures were sold to the public at a 
premium, so the coupon rate does not 
reflect the rate of return received by 
investors. To indicate the yields now 
available to investors in prime utility 
bonds, the rates of return that could 
have been secured through the pur- 
chase of the funded debts of 20 high- 
grade utilities in the closing weeks of 
1944 and 1934 are presented in 
Table II. Not that the same issues 
were outstanding at the end of both 
years ; some of them had been refunded 
with lower-rate couponed bonds in the 
decade. But all of them were traded on 
the New York Stock Exchange or the 
New York Curb Exchange, and the 
yields to be derived from each issue or 
issues are based on the last sales re- 
corded in the two indicated years. 

To complete the picture, Standard & 
Poor’s reports the average yield obtain- 
able from all the highest-grade public 
utility bonds outstanding in December, 
1944, was 2.62 per cent, compared with 
3.94 per cent in the same month of 
1934. Moody’s likewise reports that 
the yields to be secured, on the aver- 
age, from 40 public utility bonds—10 
rated AAA, AA, A, and BAA each— 
were 7.19 per cent at the close of 1920, 
5.05 per cent at the close of 1930, 3.25 
per cent at the close of 1940, and 2.97 
per cent at the end of 1944. 


C is not contended, however, that the 
greatly reduced earning power of 
invested capital, which the New Deal 
has hammered down since 1933 to 
ease its deficit financing, is the only 
factor contributing to the decline in 
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yields of all the 20 funded debts listed 
in Table II. In certain instances, the 
credit of the borrower has been im- 
proved through merger with, or ab- 
sorption of, other operating systems. 
Wisconsin Electric Power in 1934, for 
example, was a relatively small operat- 
ing system, while by 1944 it had ab- 
sorbed the extensive electric opera- 
tions of the Milwaukee Electric Rail- 
way & Light Company and had be- 
come a metropolitan system. 

On the other hand, the high yield 
obtainable from the bonds of Pennsyl- 
vania Power & Light Company was 
due primarily to the large amount by 
which the book value of plant exceeded 
the Federal Power Commission’s find- 
ing of original cost, and reflected the 
fear of investors that the security be- 
hind its funded debt might be adversely 
affected, when and if this excess had 
to be extinguished. Nevertheless, 
whatever individual conditions might 
have been, it is noteworthy that the 
average yield that could have been ob- 
tained from the purchase of one bond 


each of the 20 funded debts at the close 
of 1944 was 35.6 per cent below the 
return that could have been obtained 
ten years earlier. 


oe impact of this decline of more 
than a third in the yields to be de- 
rived from high-grade utility bonds in 
the course of a decade is far-reaching 
in its effect on the incomes of investors 
concerned primarily with the safety of 
principal, and among these, of course, 
are life insurance companies and en- 
dowed institutions. The Life Insurance 
Association of America has estimated 
that 49 legal reserve life insurance com- 
panies in the country, having 91 per 
cent of the admitted assets of all 
American legal reserve companies, 
owned $4,969,000,000 of public utility 
bonds at the end of 1944, which was 
equivalent to 13.4 per cent of their ad- 
mitted assets. And, more important, 
these bonds were held for the benefit of 
approximately 70,000,000 individual 
Americans who were owners of life 
insurance policies. 


e 


TABLE I 
TEN YEARS OF FINANCING BY ELECTRIC 
Power AND LIGHT OPERATING COMPANIES 
(In Thousands of Dollars) 


Stocks 
$64,305 
7,538 
26,242 
117,480 
129,926 
79,199 


Average 
Bonds, Notes, Coupon 


& Debentures 
$844,813 
347,300 
259,728 
581,665 
832,512 
786,274 
934,613 
559,067 
1,279,681 
1,048,295 


Total 


$909,118 
354,838 





Ten Years $610,248 


$7,473,948 $8,084,196 


* On bonds, notes, and debentures, ** First eleven months only. 
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The significance of this huge volume 
of public utility debt contracts lodged. 
with life insurance companies becomes 
more evident when reduced to per- 
centage values. At the close of 1944, 
these 49 legal reserve companies owned 
some 38 per cent of the total outstand- 
ing long-term debt that had been is- 
sued and distributed to the public by 
all the electric, gas, water, telephone, 
telegraph, and nonrailroad transporta- 
tion systems of the country. They 
owned somewhat more than half the 
entire funded debt of all Bell telephone 
system companies. They owned 
around three-fifths of the outstanding 
long-term debt of all privately owned 
electric power and light utilities in the 
United States. Obviously, then, 70,- 
000,000 Americans who owned life in- 
surance policies, or 51.8 per cent of our 
estimated 1944 population, had a vital 
stake in the earning power of the 
money life insurance companies had in- 
vested in public utility bonds and, 
hence, in the issuing public utilities 
themselves. 


B” life insurance companies, while 
the largest, are by no means the 
only holders of public utility bonds in 
volume. Hospitals, trusts, colleges, and 
estates hold, in the aggregate, an enor- 
mous amount of these time-tested se- 
curities. In fact, not a life insurance 
company but a trust company is the 
largest single holder of the bonds of 
one of our well-known metropolitan 
electric and gas utilities, and these 
bonds are not held for the investment 
of its own funds but those of the in- 
numerable trusts and estates it admin- 
isters. In all, life insurance companies, 
endowed institutions, trust funds, and 
estates are believed to hold well over 
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two-thirds of all public utility bonds 
outstanding today. The balance is 
owned by fire and casualty companies, 
banks, pension funds, business con- 
cerns, and individual investors. None 
of these can fairly be styled “money 
changers.” 

Yet, they have suffered severely in 
loss of earning power of their capital 
as a result of the New Deal’s cheap 
money policy, adopted to ease the bur- 
den of servicing its prewar deficits— 
deficits which, incidentally, were ag- 
gravated by boondoggling activities 
during depression years. Of course, 
now that we are engaged in the most 
expensive war in history, during which 
we must finance many of our Allies, at 
least in part, the New Deal has a valid 
excuse for holding interest rates at the 
lowest possible level. But it is well to 
remember that this cheap money 
policy was not born of war, but was 
eight and one-half years old at the time 
of the Pearl Harbor attack. 


| eee me of the problems faced 
by colleges, due in part to this cheap 
money policy, is the statement of Pres- 
ident C. H. Marvin of George Wash- 
ington University to the convention of 
the Association of American Colleges. 
According to The New York Times of 
January 12, 1945, Dr. Marvin said, 
“If the war continues through 1946 
large numbers of American colleges 
and universities, already facing serious 
financial difficulties, may be forced to 
close or seriously cripple their educa- 
tional services.” Although a sharp de- 
cline in the number of matriculates, 
clue to the presence of so many young 
men and women in the armed forces 
and war plants, has been one cause of 
their financial difficulties, the decline in 
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TABLE II 


CoMPARATIVE YIELDS OBTAINABLE FROM HIGH-GRADE 
Pusiic Utitity Bonps ON THE BASIS OF THE LAsT 
SALE OF THEIR FuNpeED Dests IN 1944 anp 1934 


American Telephone & Telegraph 
American Gas & Electric 
Brooklyn Edison 

Cleveland Electric Illuminating 
Commonwealth Edison 
Consumers Power 

Detroit Edison 

Duquesne Light 

Illinois Bell Telephone 
Nebraska Power 

New York Edison 

Northern States Power 

Ohio Power 

Pacific Gas & Electric 
Pennsylvania Power & Light 
Philadelphia Electric 

Public Service Electric & Gas 
Southern California Edison 
Southwestern Bell Telephone 
Wisconsin Electric Power 


Average Yield—20 Funded Debts 
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earning power of invested endowments 
has been a major contributing factor. 
Although junior in claim and safety 
to funded debts, many investors have 
turned to preferred stocks of public 
utilities during past periods of low bond 
yields in an attempt to hold incomes in 
line with previous levels. But the New 
Deal’s cheap money policy has extend- 
ed to utility preferreds and has re- 
duced their rates of return to about the 
level obtainable from high-grade bonds 
a decade ago. Presented in Table 


III are the yields that could have been 
secured through the purchase of the 
preferred shares of 13 of the 20 utili- 
ties listed in Table II, which had 
such class of stocks outstanding in the 
closing days of 1944 and 1934. Where 
a utility had two or more preferred 
stocks of different dividend rate out- 
standing, the average yields have been 
used. 


A the data in Table III indicate, 
the yields obtainable from the 
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STALKING THE “MONEY CHANGERS” 


purchase of high-grade public utility 
preferred stocks have declined 38 per 
cent on the average in the past ten 
years, or to a slightly greater extent 
than have the yields on prime utility 
bonds. And it is significant that the 
average yield obtainable from these 13 
preferreds at the end of 1944 is less 
than 12/100 of one per cent above the 
average yield that could have been se- 
cured ten years ago from the funded 
debts these same 13 utilities had out- 
standing. 

Had it not been for the enormous in- 
crease in Federal taxation of electric 
operating utilities in the past five years, 
and the sharp boost in other operating 
costs, this reduction in the wages of 
debt and preferred stock money would 
have redounded to the benefit of their 
common stockholders. But as things 
worked out, the total tax bill of pri- 
vately owned electric utilities in 1944 
was 98.8 per cent above the 1939 level, 
Federal taxes alone were up 232.9 per 
cent, and fuel costs had increased 107.4 
per cent. Even so, with money no 
longer able to earn a respectable re- 
turn, the price of electric utility equi- 
ties would have been bid to much 
higher levels, had it not been for a 
widespread feeling among investors 
that the New Deal is intent upon social- 
izing the electric power and light in- 
dustry. 


N the close of 1944, utility common 
stocks were selling at substantial- 
ly a lower times-earnings basis than 
ten years earlier, although this cannot 
readily be shown in tabular form. Since 
some 80 per cent of electric service in 
the country, around 90 per cent of com- 
munication service, and in the neigh- 
borhood of half the gas service, was 
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rendered both in 1944 and 1934 by sub- 
sidiaries of holding companies, which 
owned all or the great bulk of their 
common shares, the independent op- 
erating systems rendering the balance 
of these services do not constitute a fair 
average of the three types of public 
service. Of the 20 utilities listed in 
Table II, the common stocks of only 
8 are traded on either the New York 
Stock Exchange or the New York 
Curb Exchange. 

But both the preferred and common 
shares of public utility holding com- 
panies are widely scattered among in- 
vestors, and in many instances they 
have suffered severe loss in the value 
of their holdings since 1934. All who 
read are familiar with the “evils” of 
certain holding companies; they have 
been well publicized by the Federal 
Trade Commission and the SEC. And 
the collapse of ill-advised and badly 
financed holding companies in early de- 
pression yéars unquestionably de- 
stroyed a part or all of the public 
capital invested in them. 


| Fhe okay Adega another type of 
loss has been suffered by owners 
of public utility holding company 
equities—a loss which is the direct 
product of the SEC’s legalistic enforce- 
ment of the Holding Company Act. In 
the process of reorganizing holding 
companies with large preferred arrear- 
ages to more fairly distribute the vot- 
ing power, it has wiped out the invest- 
ment of common stockholders, and 
once they are eased out of the picture 
their opportunity to share in the future 
prosperity of the holding company is 
ended. The Standard Gas & Electric 
Case is an example. Moreover, through 
forcing holding companies to conform 
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to its narrow interpretation of an “in- 
tegrated public utility system,” it has 
required holding companies to dispose 
of operating subsidiaries in a market 
that has demonstrated its lack of en- 
thusiasm over utility equities. And in 
the remodeling of holding companies 
to conform to its “yardstick,” as well 
as in certain refunding operations, it 
has forced contributions of cash or se- 
curities, which were the property of 
the holding companies’ stockholders, to 
operating subsidiaries. 

But one thing the SEC has not done, 
and it is difficult to see how it could, is 
to prevent nimble speculators from 
making a profit out of these remodel- 
ing operations. The security analysts 
of Wall Street, whose job it is to advise 
clients of possible opportunities for 
profit, follow carefully the SEC’s han- 
dling of each holding company and, 
through years of acquaintance with the 


field, they often are able to point the 
direction the commissior will shoot, 
even before it has lifted a gun to its 
shoulder. As a result, agile speculators 
are able to beat the ordinary investor to 
these opportunities and take a fast 


profit. But it’s hard to see what can be 
done to alter the situation. Even the 
New Deal has not been able as yet to 
cook up a law making smart thinking 
a crime. 


ie ‘Sevens would appear ample evi- 
dence, then, to indicate that the 
investor seeking safety of principal has 
taken a severe beating from New Deal 
financial policies. With 70,000,000 life 
insurance policyholders alone in the 
country, who probably include all of 
the nation’s individual bond and stock- 
holders, the adverse effect of a policy 
originally instituted to ease the admin- 
istration’s deficit financing hits about 
every home in the land. And, natural. 
ly, investors in public utility securities 
have not suffered alone. 

For many years, Standard & Poor's 
Corporation has kept and published a 
record of the yields obtainable from 
various classes of bonds. In Table 
IV, the yields shown for railroad, pub- 
lic utility, and industrial bonds are for 
those of the highest rating, the yield 
for municipal bonds is the average for 
a sample of all grades, and the yield for 
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TABLE III 


CoMPARABLE YIELDS OBTAINABLE FROM PustLic UTILITy 
PREFERRED STOCKS AT THE END oF 1944 anp 1934 


American Gas & Electric 
Cleveland Electric Illuminating 
Consumers Power 

Duquesne Light - 

Nebraska Power 

Northern States Power 

Ohio Power 

Pacific Gas & Electric 
Pennsylvania Power & Light 
Philadelphia Electric 

Public Service Electric & Gas 
Southern California Edison 
Wisconsin Electric Power 


Average Yields—13 Preferreds 
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TABLE IV 


YIELDS OBTAINABLE FROM VARIOUS TYPES 
Or Bonps 1n 1944 anp 1934 


Railroads 

Public utilities 
Industrials 
Municipals 

U. S. governments 


1944 1934 


3.90% 
3.94 
4.04 
3.69 
2.99** 


% Decline 
25.1 
33.5 
36.1 
49.6 
19.7 


* Long term taxable. **Long term tax exempt. 
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U. S. government bonds is for long-*"taxes on the interest received on gov- 


term issues only. 

The decline in yields over a decade 
in railroad and public utility high- 
grade bonds has already been dis- 
cussed, since practically the same con- 
ditions affecting utility bonds have 
likewise exerted their impact on rail- 
road bonds. But the three other classi- 
fications require some explanation. 


i thew decline of 36.1 per cent in the 
return from industrial bonds is 
due to the lack of public regulation of 
these enterprises, plus their ability to 
earn increased profits despite sharply 
increased taxes. The drop of nearly 
half in the return obtainable from mu- 
nicipal bonds (which, as the term is 
here used, means the bonds of states, 
counties, school, and other districts and 
municipalities) is due almost entirely 
to their exemption from Federal taxa- 
tion, and reflects their attractiveness to 
those of large income. But the decline 
of only 19.7 per cent, at first glance, is 
deceptive. In 1934, practically all U. S. 
government bonds were exempt from 
Federal taxation, while those sold in 
tecent years, which represent the bulk 
of U. S. government bonds now out- 
standing, enjoy no such exemption. 
Actually, after the owner pays Federal 
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ernments, his net return is far below 
the 2.40 per cent indicated in Table 
IV. 

There is one phase of this cheap 
money policy of the New Deal, as yet 
untouched, that deserves brief mention. 
Public utilities are charged by their 
regulatory commissions with the obli- 
gation to engage capital at the lowest 
prevailing rate, and if they do not do 
so the commissions have the power to 
force the refunding of high-rate bonds 
and preferreds with lower-rate issues. 
And so far, the commissions have re- 
quired that such portion of the saving 
in capital hire that has not been ab- 
sorbed by increased operating costs be 
passed along to the ratepayers in the 
form of lower charges for service. But 
the present wages of capital are well be- 
low the average for any previous pe- 
riod in our national history, and it does 
not appear they can be held at present 
levels indefinitely. 


Wms and if the wages of capital 
are increased to former levels, 
operating utilities may be faced with 
some embarrassment in paying the go- 
ing rate for money and still keeping 
rates for service at existing low levels. 
Since most utility bonds are of long 
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term, this is a problem that can well be of expansion capital will make opera. 
left to the future. But utilities are tions unprofitable to the equity holders, 
growth industries, constantly in the By this time, however, utility operators 
need of expansion capital, and unless and investors are so used to having 
the proposed “7-TVA’s” absorb all some kind of trouble threatening them 
privately owned utilities of the electric that they wouldn’t feel comfortable 
variety, as the original TVA has done without something to worry about, so 
to the private power companies within it might as well be the possibility of a 
transmission range of its dams, the rise in capital costs as well as anything 
time may come when the added costs else of a troublesome nature. 








“7 THINK I can fairly set down the minimum expectations 
that French democracy had for a program of economic re- 
form after the liberation. 

“Item one was the nationalization of the mines. That has 
begun, but is moving so slowly that there is no telling if and 
when it will be completed. 

“Ttem two was the nationalization of oil refineries, steel pro- 
duction, and other heavy industry which is the basis for a war 
economy. With the exception of a segment of the oil industry, 
that has not been done, nor is it envisaged. 

“Item three was the nationalization of electric power pro- 
duction and transmission. There seems less than the weakest 
chance for that. | 

“Item four was the nationalization of the insurance indus- 
tries. Ditto. 


“Item five was the nationalization of the banks. There seems get 
no chance for that. then 
“Item six was the breaking up of trusts not nationalized. stem 
That has not started. cent 
“All that has been accomplished has been the nationalization | 
of the Renault factories, some oil works, and a few others, a“ 
largely as punitive measures because of collaboration with the Incr 
enemy. In the provinces, especially in the more radical south of wor! 
France, some of the regional commissioners took steps to grac 
sequester particular factories as emergency measures for war pow 
production. But the prospect of a mixed system of economic F 

controls, with the heavy industries and the financial com- 
munity under an economic dirigee (a controlled or national- Iss 
ized economy) and the light industries and marketing services as a 
left relatively free, is not one that is likely to be realized in the fail 
near future.” der 
—Max LERNER, wt 


Editor, PM. 
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Trackless Trolley and the 
Postwar Transit Load 


Where postwar construction or reconstruction on local transit 
systems forbids consideration of new installation or renewal of 
rail trackage, the situation is likely to involve not solely the 
question of substituting busses for rail coaches, in the opinion 
of this author. It also poses the important question of eco- 
nomic use of electric power supply, trolley wire, and other 
costly facilities already installed or readily available. Under 
such circumstances it is submitted, on the basis of proven ex- 
perience, that the trolley coach will combine economical opera- 
tion with the most efficient and satisfactory service to the rid- 
ing public in the cities of the future. 


By JOHN A. BEELER 


out the country are pondering a 

serious question, whenever they 
get an odd moment to spare now and 
then to ponder anything. The question 
stems from the obvious problem pre- 
sented in the present spectacle of a 
transit industry carrying, every day, an 
increasingly staggering load of war 
workers and other passengers, with a 
gradually subtracted supply of man 
power and equipment. 

Five thousand automobiles a day, it 
isestimated, are going on the junk heap 
as a result of overage, or mechanical 
failures which cannot be corrected un- 
der present conditions of scarce parts 
and automobile repair facilities. That 


Y | \RANSIT system officials through- 


means five thousand car owners and 
their previous passengers are daily 
switching to other forms of transporta- 
tion and a good many of them are sim- 
ply jumping on the streetcars and 
busses, 

But streetcars and busses are going 
on the junk. pile also for similar rea- 
sons, although not in such a large pro- 
portion, thanks to better maintenance. 
The supply of new or reconditioned 
streetcars and busses for replacement 
is now virtually nonexistent. 

The question referred to is not what 
to do in order to make present equip- 
ment stretch out. Transit companies 
are doing the best they can with that, 
and are confident that somehow they 
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will manage to squeak through to the 
end of the war against Germany with- 
out a serious public transportation col- 
lapse. No. The question which knots 
the brows of many a front office transit 
official is the important policy question 
of what to do after the German col- 
lapse — after materials and equipment 
begin to flow back into the market. Ex- 
pand system facilities to serve new 
war-born city areas? Of course, some 
such expansion in many cities is clearly 
indicated and inevitable. But how 
much expansion—and, most important, 
how? By “how” is meant simply—in 
what manner shall such expansion take 
place. 


S° it is really a double-barreled ques- 
tion—this “how-much-expansion- 
and-how.” Transit men well know that 
the same returning tide of materials 
and equipment which will make it pos- 


sible for transit companies to start in on 
the job of deferred maintenance and 
planned expansion will also bring back 
the shiny new private automobile and a 
certain amount of patronage desertion. 
Hence the critical decision of determin- 
ing just how much of the present load 
will stick after the war and how much 
of it represents merely “Indian sum- 
mer” patronage which will vanish 
when the pinch of transportation de- 
mand eases, deserting the transit sys- 
tems for good. 

How much expansion or recon- 
struction of existing deteriorated sys- 
tem facilities is a question which each 
company management must, of course, 
determine for itself under the circum- 
stances in each case. Any attempt to 
predicate a percentage - of - earning 
method or other rule-of-thumb formula 
is so obviously futile as not to be worth 
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serious consideration. But the secon; 
part of the question—the “how’~ 
one which this writer presumes to ey 
plore in this article, solely from th 
standpoint of suggesting the best op 
erating technique and entirely withoy 
prejudice to the sale or use of any par 
ticular manufactured product or equiy 
ment. 


A& it is not solely from the stand 
point of the transit industry, pe 
se, that the “how” question is im 
portant. There is the electric power in 
dustry with its present great commit 
ment in carrying the transit load 
through the furnishing of power serv 
ice for streetcar systems. When the 
war is over and the last war plant pulls 
its switch for the last time, this transit’ 
load is going to be mighty important 
to a lot of electric utility companies, : 
number of which are corporately affi 
iated with transit operations. In somg 
communities the same company has the 
combined responsibility of furnishing 
both electric power and transit services, 
Under such conditions the “how” of 
operating technique becomes of vita 
importance in view of the valuable ex 
isting plant investment, not only i 
generating capacity, but also trolle 
lines and other power distribution fa- 
cilities for transit service. 

First, let us dismiss the pessimistic 
idea in some quarters that common car- 
rier transit is a contracting or mori: 
bund service in all save the larger 
metropolitan communities. The tech- 
nique of operation may change; but the 
demand is still there and will remain 
when the war is over. A survey of the 
bureau of urban research of Prince: 
ton University has found that trans- 
portation is a most vital problem fac- 
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hg urban communities today and is 
ikely to become increasingly signifi- 
mnt in the postwar years. Proper 
Winding of this question can mean the 
jifference between a thriving commu- 
ity and one which will lose its oppor- 

ity to rival communities better able 
osolve the transit problem. 


At the present time, elaborate plans 
are being laid to cope with traffic 
onditions throughout the nation. Fed- 
ral, state, and municipal governments 
bre making appropriations totaling sev- 
ral billion dollars for the development 
of highways. 
a It is important to design superhigh- 
@avays for the 24,000,000 automobile 
owners throughout the country. But it 
isalso vital to consider the 22,000,000,- 
000 passengers carried by urban mass 
transportation vehicles during 1943 
aaind provide for their needs. A great 
many car Owners, especially in heavily 
populated urban communities where 
most of the money for highway devel- 
opment will be spent, do not feel it fea- 
sible to use their autos in their daily 
trips back and forth from home to their 
place of business. 

Therefore, when planning the dream 
cities of the future full consideration 
must be given to providing a complete 
and well-integrated system of trans- 
portation in order to serve as many 


people as well as possible. In a recent 
statement on postwar transportation 
planning, Walter H. Blucher, execu- 
tive director of the American Society 
of Planning Officials, said: 


We provide transportation to move peo- 
ple about purposefully—not for its own 
sake. Good city transportation will move 
people conveniently, rapidly, and inexpen- 
sively. Good city transportation planning 
will establish and encourage the use of each 
form of transportation—private passenger 
car, bus, trolley coach, streetcar, elevated 
line, subway, suburban steam, or electric 
railway service — where and when it will 
move people with the least expense and with 
the greatest speed and comfort. 


F” many years the public utility in- 
dustry provided urban communi- 
ties with what was then a fast and 
modern public transit vehicle—the 
streetcar. Before the advent of great 
numbers of private automobiles and 
the resulting traffic congestion, street- 
cars served the public well and faith- 
fully. The streetcar, in both its ancient 
and modern form, is still with us but, 
in the opinion of many transit experts, 
changing conditions have lessened its 
advantages. Not many years will pass 
before the old-fashioned streetcar is 
completely out of the picture as far as 
replacement of transit facilities is con- 
cerned in all but the very largest cities 
where special circumstances prevail. 
One of the prime drawbacks today is 
the necessity for rails which cost in the 
neighborhood of $100,000 per mile of 


e 


on the junk heap as a result of overage, or mechanical failures 


q “FIvE thousand automobiles a day, tt is estimated, are going 


which cannot be corrected under present conditions of scarce 
parts and automobile repair facilities. That means five thou- 
sand car owners and thetr previous passengers are daily 
switching to other forms of transportation and a good many 
of them are simply jumping on the streetcars and busses.” 
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double track to install. As a result, no 
plans have been made for the addition 
of new streetcar trackage after the 
war. 

For more than a decade the electric 
power industry has been faced with a 
decreasing power load due to the aban- 
donment of streetcars for gasoline 
busses. Eighteen years ago, in 1927, 
electric street railways in the United 
States bought more than six billion 
kilowatt hours of electric power in ad- 
dition to what they generated privately. 
In 1932 this consumption had dropped 
to less than five billion kilowatt hours, 
despite the fact that in other industries 
electric power load was increasing by 
leaps and bounds. 

Thoughtful and practical men in the 
electrical industry have not been asleep 
at the switch, however, and in the past 
few years have developed and fully 
tested a modern mass transportation 
vehicle—the silent electric trolley 
coach, sometimes known as the track- 
less trolley. Its merits have been care- 
fully weighed not only by engineers, 
economists, city planners, and finan- 
ciers, but also by the men and women 
who use them. 


 emoaeNaES the silent electric 
trolley coach is a vehicle that has 
proved in actual tests in more than fifty 
cities in the United States and Canada 
that it can do the modern job of solv- 
ing the mass transportation problem. 
This observation is made without ref- 
erence to any particular type of equip- 
ment, but rather takes in virtually all 
types of established equipment. (Inci- 
dentally, all major producers of gaso- 
line busses also produce, or have in 
prospect the production of, alternative 
trackless trolley equipment.) Further, 
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this evidence indicates that the silent 
electric motor has the potential power 
to reverse the loss of utility street rajl. 
way power load and operate more 
cheaply than any other modern mas; 
transportation vehicle. 

One point in its favor is comfort, 
The trolley coach, with unlimited elec. 
tric power, provides abundant heat in 
cold weather as well as cooling ventila- 
tion in summer. It is reliable in opera- 
tion, easy to control, and free from ob- 
jectionable fumes. It has a roomy and 
comfortable interior. Rubber tires give 
a smooth, cushioned ride. 

From the standpoint of both electric 
power and transit operation, its greatest 
importance is mobility. Freedom from 
restricting rails enables the electric 
trolley coach to weave in and out 
through traffic and load and discharge 
passengers in perfect safety at the curb. 
The motive power is so controlled as to 
make acceleration and deceleration 
more efficient and comfortable than any 
private automobile. This, without sac- 
rifice of safety. 

From the regulatory and financial 
standpoint, there is also favorable evi- 
dence of two significant developments 
in recent weeks indicating that the 
trolley coach can be of valuable assist- 
ance in refinancing transportation sys- 
tems. Financial houses have refunded 
transportation system revenue bonds 
of Seattle for 13 per cent and Cleveland 
at 13 per cent where formerly interest 
rates were as high as 44 per cent. 


Gene is the only large municipal- 
ly owned and operated transporta- 
tion system that was completely mod- 
ernized with electric trolley coaches re- 
placing streetcars before the war. Op- 
erating at a loss for many years, Seat- 
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—————— 


The Vital Problem of Transportation 


6¢ A of the bureau of urban research of Princeton University 

has found that transportation is a most vital problem facing 
urban communities today and is likely to become increasingly significant 
in the postwar years. Proper handling of this question can mean the dif- 
ference between a thriving community and one which will lose its op- 
portunity to rival communities better able to solve the transit problem.” 





tle’s transportation system had an in- 
debtedness of some $13,000,000 in 
1939. Modernization was started in 
that year and refinancing was carried 
out through the sale of $10,700,000 44 
per cent revenue bonds to the Recon- 
struction Finance Corporation. 

Under that plan, approximately $4,- 
500,000 was used to retire old debts 
and $6,200,000 was used for trolley 
coach modernization. Since that time, 
the ratio of operating costs was re- 
duced from 108 per cent to 75 per cent 
and the interest charges from 11.8 per 
cent to 3.6 per cent by 1943. Opera- 
tions which resulted in an annual deficit 
of some $900,000 for 1938 were trans- 
formed into a surplus of $2,005,000 for 
1943, after all interest charges during 
the same period. Bonded indebtedness 
has been reduced from $10,700,000 to 
a present level of $6,000,000 in 1944. 

Total passenger revenue for 1943 
was $9,651,970. Trolley coach revenue 
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amounted to $6,576,796 and motorbus 
revenue, $3,075,175. Balance after ex- 
penses, taxes, and depreciation for the 
system was 25 per cent. Of this bal- 
ance, trolley coach revenue accounted 
for 37.5 per cent while motorbus rev- 
enue resulted in a deficit of 1.6 per cent. 
Seattle operates 276 trolley coaches 
and 256 motorbuses. 

Revenue for trolley coaches was 
49.85 cents per mile and motorbus, 
31.37 cents. Balance after expenses 
was $2,462,606 for trolley coaches and 
a deficit of $47,700 for motorbuses. 
This balance amounted to 18.67 cents 
per mile or $8,923 per vehicle for trol- 
ley coaches and .50 cents per mile defi- 
cit or $187 deficit per vehicle for 
motorbuses. 


" Premarin another municipally 
owned and operated property, has 
had a similar experience and as a result 
has placed an order for 50 new elec- 
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tric trolley coaches for the Wade Park 
and Cedar street lines. Wade Park is 
at present a bus route and Cedar street 
is served by streetcars. 

Cleveland operates 770 streetcars, 
many of them with trailer cars, and 
several hundred motorbuses as well as 
trolley coaches. Passenger revenue for 
the system amounted to $21,740,704 in 
1943, 17 per cent above 1942. Operat- 
ing expenses were $17,059,924, taxes 
$201,058, and depreciation $1,341,- 
976, leaving a balance of $3,137,746 
available for interest, etc. 

Streetcar revenue per mile amount- 
ed to 52.2 cents, motorbus 38.4 cents, 
and trolley coach 65.8 cents. Passenger 
revenue per vehicle was: streetcars, 
$19,077, motorbuses $13,178; trol- 
ley coaches $20,458. After expenses, 
taxes, and depreciation, the balance 
available for interest, etc., per vehicle 
was: streetcars $2,178, motorbuses 
$2,866, and trolley coaches $7,095. 

In his report to the Cleveland 
Transit Board, Walter J. McCarter, 
general manager of the system says: 


Trackless trolley operation on Wade Park 
would cost 7.5 per cent less per mile than 
the gas coach operation. This compares with 
the 8.2 per cent in Memphis and 3.2 per cent 
in Seattle. Our conclusion, with respect to 
cost of operation, certainly is verified by the 
transit industry generally. 

Although the conclusions are that track- 
less trolleys are advantageous from an econ- 
omy standpoint, the costs are so close to each 
other that this difference is not the most im- 
portant factor in choosing trackless trolleys 
where they can be used economically. 

There are many other factors which, to 
me, outweigh the cost factors. This is a pub- 
lic operation. Our riders are buying the 
transit system. When the cost factor has 
been eliminated, I feel that these rider-own- 
ers are entitled to the kind of transportation 
which is most to their liking. It has been 
obvious throughout the transit industry that 
trackless trolley operation creates the max- 
imum of public good will. 


Private operators of transit sys- 
tems also lend weight to the suggestion 
MAR, 1, 1945 


that the trackless trolley coach may 
prove to be the preferred unit of local 
transit operation in the postwar era, 
Here is some evidence from that 
quarter : 

A survey in Memphis showed that 
95 per cent of the people preferred this 
form of transportation above all oth- 
ers. The people of Flint, Mich., regis. 
tered similar sentiment. A newspaper 
poll in Portland, Ore., showed that 80 
per cent of the total population favored 
this electrically operated vehicle. Fol- 
lowing a survey in Boston, transit 
officials said: 

The Boston public’s verdict confirms the 
experience of the Boston traction manage. 
ment—trolley coaches are good business, 
The public likes them. 

Similar opinions have been ex- 
pressed by other transit officials in 
numerous other cities. H. V. Potts, 
superintendent of transportation of the 
Columbus & Southern Ohio Electric 
Company, said: 

From the standpoint of riding comfort, 
smooth operation, low operating costs, and 
freedom from mechanical failures, trolley 
coaches are better by far! 

William B. Spencer, traffic manager 
of the United Electric Railway Com- 
pany of Providence, R. I., says: 


In our case there is no question whatsoever 
as to the trackless trolley being the one ve- 
hicle which the public accepts, likes, and 
patronizes liberally in mass transportation 
service. It is one thing to foist on the public 
something they are not looking for, but it is 
quite another thing to give the public some- 
thing which they accept with open arms. 


ig pone Georgia Power Company, for 
example, has committed itself toa 
$5,000,000 modernization of the At- 
lanta transit system as soon as circum- 
stances permit. This will include the 
purchase of 280 additional trolley 
coaches to serve the citizens of Atlanta. 
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This decision is not based on snap 
judgment but is backed by eight years’ 
experience with trolley coaches. Dur- 
ing that period of diversified opera- 
tion, covering a variety of routes and 
spanning good and bad conditions of 
business and employment, Atlanta 
gained broad first-hand experience 
with all three types of transit vehicles: 
the streetcar, the gasoline bus, and the 
trolley coach. The preference for trol- 
ley coaches has been based on three 
factors: first, the trolley coaches’ abil- 
ity to produce revenue — trolley 
coaches have averaged a 25 per cent 
revenue gain when substituted for 
streetcars. Second, operation costs— 
records show that expenses have been 
about one-half that of comparable- 
sized busses and 34 per cent less than 
streetcars. Third, investment is best 
protected in trolley coaches — the 
greater profits resulting from trolley 
coach service will continue for the life 
of the vehicle which is conservatively 
figured at fifteen years. 


r order to be able to make an “edu- 
cated guess” of the needs of the 
community, careful studies were made 
of the population and per capita riding 
trends. The Atlanta Chamber of Com- 
merce assisted in estimating how 
many of the war workers would re- 


main in the town after the war. Al- 
lowances were made for some perma- 
nent increase in population. Five en- 
gineers are now hard at work figuring 
out the last-minute detail for the re- 
vamped system; it is estimated that 
they will work 2,000 man-days before 
the statistics are complete. 

The most important job was to find 
out who and where the market is. That 
had to be determined in order to map 
out routes and schedules which will 
give the best possible service. In order 
to gather this information, Atlanta 
conducted a thorough origin and des- 
tination check of present riders and a 
public-opinion survey which gives help- 
ful information about potential riders. 

The origin and destination study 
consisted of survey cards handed to 
passengers when they boarded the cars. 
From the answers on these cards the 
company was able to assemble informa- 
tion about the exact address traveled 
from and to, the race and sex of the 
passenger, the time of day, and the 
route used, and whether or not a trans- 
fer was required. The public codp- 
erated willingly with only a very few 
persons refusing to fill out the cards. 
One man did ask the checker to keep his 
reply in utmost confidence: “My wife 
thinks I’m going to a lodge meeting, 
but I’m not,” he explained. 


e 


been faced with a decreasing power load due to the abandon- 


q “For more than a decade the electric power industry has 


ment of streetcars for gasoline busses. Eighteen years ago, 
in 1927, electric street railways in the United States bought 
more than six billion kilowatt hours of electric power in ad- 
dition to what they generated privately. In 1932 this con- 
sumption had dropped to less than five billion kilowatt hours, 
despite the fact that in other industries electric power load 
was increasing by leaps and bounds.” 
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eee acrincnaaet of all this data en- 
abled the company to map out the 
proper downtown routes. It also 
showed what  through-town lines 
should be connected for maximum con- 
venience; if there was any community 
of interest between one section of 
town and another; whether or not 
crosstown lines will be necessary; and 
what per capita riding can be expected 
from extensions. 

Stops per mile are being rechecked 
on all transportation lines to provide 
data for figuring scheduled speeds of 
the vehicles or in the actual designing 
of the schedule of proposed operation 
by lines. Spot maps, showing all 
dwellings, apartment houses, and com- 
mercial establishments, are helpful in 
estimating net revenue from extension 
of service into new sections. 

Traffic engineers made a detailed 
study of proper downtown routing 
with the idea of the most efficient use 
of streets. A 12-hour volume count of 
vehicular traffic at all downtown street 
intersections together with other traf- 
fic data will be used as a basis for as- 
sisting the city in revising traffic-signal 
systems and in determining routes. 

From the above outline, it is easy to 
see that Atlanta has attacked its trans- 
portation problem scientifically. Trac- 
tion officials have found out what the 
public wants and intend to see that they 
get it. The decision to convert is based 
on fact, not wishful thinking. 

W. R. PoLiarD, manager of trans- 
e portation for the Georgia 
Power Company, summed up the 
southern city’s choice as follows: 
Because of its speed, sensation of effort- 


less, limitless power, and its quietness of 
operation the trackless trolley is a very popu- 
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lar vehicle. These are factors of prime im. 
portance; but we're in business to make 
money, therefore popularity is not the whole 
story. 

In selecting the proposed vehicle three 
typical lines were studied—a long line, a 
medium-length line, and a short line—using 
gas busses and trackless trolleys for com- 
parison. Results of this study convince us 
that the prewar motorbus does not compare 
favorably with the trackless trolley in econ- 
omy of operation. 


c* W. GIFFoRD, president of the 
e¢ Des Moines Railway Company, 
recently stated : 

“The trackless trolley is, without 
question, the ideal vehicle. It meets all 
of the specifications required of a ve- 
hicle to reduce street congestion. It 
can accelerate and decelerate fast 
enough to keep pace with privately 
owned automobiles. It pulls to the 
curb for loading and unloading; its 
carrying capacity approaches that of 
the streetcar; and it can maneuver 
around stalled traffic. Its limitation on 
rerouting in case of necessity can be 
overcome to a large degree by towing 
the vehicle around the obstructions. 
Its scheduled speed is higher than 
either the streetcar or the gasoline bus, 
thus reducing the number of vehicles 
on the street. 

“Noise reduction will become in- 
creasingly important in our cities of 
the future. Here the trackless trolley 
again is the only vehicle of the three 
that operates with hardly a sound. 

“The pavement wear caused by the 
trackless trolley has been found to be 
an unimportant item where good pave- 
ment is involved, even though such 
pavement may be of extremely light 
construction. In Des Moines, a large 
number of trackless trolleys have been 
operating for the past six years on very 
light asphalt pavement, and the only 
complaint was on one route where the 
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pavement was nearly thirty years old 
and very poorly constructed when orig- 
inally laid. With aluminum and other 
lighter materials available after the 
war, the trackless trolley can be con- 
structed to operate with even less pave- 
ment wear. 

“In cities up to at least 200,000 in 
population and perhaps 500,000, the 
trackless trolley is unquestionably the 
ideal unit. Coupled with proper traffic 
control, it can do more than any other 
one thing to eliminate the traffic prob- 
lem in American cities. 

“We can confidently expect a resur- 


gence of the private automobile. Un- 
less the large American cities adjust 
and ready existing facilities for its re- 
turn in greater numbers, their inhabi- 
tants will pay a terrible price later for 
an inevitable relocating and reéstablish- 
ing of business activities. The city 
dweller—be he clerk, manager, or 
stockholder—will do well to push the 
development of proper mass trans- 
portation facilities in his city so as to 
minimize postwar traffic headaches 
and subsequent economic losses.” 

So the trackless trolley must not be 
ignored in dealing with traffic. 





wag Grice enough of our people will give way to ex- 
tremes to carry the balance either way may be doubted 


and, if so, any estimate as to which extreme might prevail 
would hardly rise above a guess. 

“But it does seem to me probable that those who have been 
inclined toward the right will move farther to the right and that 
those who have been looking hopefully to the left will go farther 
to the left. If this transpires, it makes wider and sharper and 
deeper division among our people as to the very fundamentals 
of organized life. 

“To increase the distance by which the views of men are 
separated is to intensify the struggle for power. The increased 
roles of central governments have raised the stakes of power 
higher than ever before. Moreover, it is the attitude of ex- 
tremists that there are no inherent restraints on power—that 
once in office nothing but their own wills could check them. All 
of these factors conspire to make future struggles less com- 
promisable.” 

—Rosert H. JAcKson, 
Associate justice, United States 
Supreme Court. 
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ors the Federal government intend 
to stay in the communications busi- 
ness after the war? This question was 
raised as the result of a recent statement 
made by Chairman Paul A. Porter of 
the Federal Communications Commis- 
sion while visiting Dallas, Texas. Porter 
pointed out that the United States has 
$250,000,000 involved in “the greatest 
military communications system the 
world has ever seen.” Mr. Porter added: 
“We hope to retain these facilities rela- 
tively intact for purposes of peace.” The 
chairman did not elaborate on what use 
the United States government would 
make of these communications facilities, 
which are principally international radio 
and telephone circuits, established for 
military purposes, or just what branch 
of the government would operate them 
when our military forces have been with- 
drawn from foreign theaters and would 
need only a fraction of the communica- 
tions facilities now existing. 

Porter suggested government facilities 
might be used in “telling the world how 
our democracy works.” Whether the Fed- 
eral government would thus engage in a 
world-wide government-owned and op- 
erated propaganda system, or whether 
the government would include in its op- 
erations any commercial communications 
business, was not disclosed. Presumably 
additional legislation would be necessary 
to authorize any such peacetime activity 
of the Federal government. 

It is obvious that there would be dip- 
lomatic complications arising in the case 
of communications facilities now owned 
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and operated by our armed forces in the 
territorial domains of foreign govern- 
ments. If Chairman Porter’s statements 
foreshadow administration plans in this 
respect, additional light may be shed in 
expected hearings of the Senate Inter- 
state Commerce Committee on the inter- 
national communications merger pro- 
posal. The committee is considering a 
Navy plan for a postwar merger of 
American international communications 
interests. 


* * * * 


HE Federal Communications Com- 

mission was preparing for final oral 
argument between February 28th and 
March 2nd to complete its decisions on 
allocation of the radio spectrum between 
25 megacycles and 20,000 megacycles. 
Commissioner E. K. Jett, who has been 
more or less in charge of the allocation 
proceedings on behalf of the FCC, told 
a House Appropriations subcommittee on 
January 18th that the commission still 
had an open mind on various contro- 
versial issues. The principal issue 
seemed to be the tentative proposal to 
move frequency modulation “upstairs” 
on the radio spectrum to 84-102 mega- 
cycles, as compared with its present oper- 
ating range of 42-50. 

Commissioner Jett conceded that the 
change would cause some temporary dis- 
comfort to FM radio manufacturers and 
station operators, as well as some delay 
in “retooling” for the necessary change 
in equipment design. He said that the 
testimony in the record to date, however, 


298 





WIRE AND WIRELESS COMMUNICATION 


indicated that the present 42-50-mega- 
cycle range “is not the best spot in the 
spectrum from an engineering stand- 
point for frequency modulation broad- 
casting.” He pointed out that certain field 
observations had indicated that sky-wave 
interference was the principal difficulty. 
He said that in time to come if hundreds 
of stations were licensed in the existing 
band from 42-50 megacycles, the inter- 
ference would be intolerable at times. 

For this reason, as well as the fact 
that under present wartime conditions 
immediate steps cannot be taken towards 
production of equipment, the commis- 
sion is inclined to believe that the pres- 
ent is “an excellent opportunity to cause 
this change.” Since the necessary delay 
would not make much difference, on the 
other hand, Commissioner Jett said the 
commission “feels that this is probably 
our last opportunity from the standpoint 
of the future to give the public a good, 
clean, interference-free broadcast serv- 
ice with all the advantages of frequency 
modulation.” 

He continued that if a change is to be 
made “it has got to be made now.” He 
pointed out that it would be dangerous 
to allow FM to grow up and to license 
thousands of stations, only to find later 
when millions of sets are sold that the 
public would suffer local interference 
and demand an improvement in situation 
that would cost many times the loss of 
investment now existent in FM opera- 
tions. The commissioner said he and his 
colleagues still had an “open mind” on 
the subject if the FM people would make 
out a good case at the forthcoming oral 
arguments. He admitted that he was 
“sold” on the proposition of making the 
change, but was still glad to listen to the 
other side if they can “unsell” him. 


* * * * 


 Seegpmonrs the possibility of separate 
FM networks, the American Tele- 
phone and Telegraph Company last 
month announced the Bell system can 
provide program transmission channels 
to meet the present and future needs of 
FM for high-fidelity relay by wire lines 
or by radio relay. 


299 


Releasing a 12-page brochure on FM 
program transmission, AT&T said the 
Bell system already is furnishing studio 
transmitter links to the majority of FM 
stations now in operation. These permit a 
frequency band of 15,000 cycles as speci- 
fied by the FCC. Moreover, it said that 
present broadcast band carrier telephone 
facilities readily can be adapted for such 
circuits by adding special terminal equip- 
ment. 

These telephone circuits have been 
used for years by Bell to send multiple 
telephone and telegraph messages over a 
single pair of conductors. The service 
blankets the country. This entire network 
already is capable of transmitting the req- 
uisite 15,000-cycle quality, while thou- 
sands of miles of intermediary telephone 
routes can be similarly equipped. 

Alluding to ultimate network service, 
AT&T said that whatever the broadcast- 
ing industry decides about grouping FM 
stations and about quality of channels 
desired, Bell will be able to furnish in- 
tercity circuits. If means other than wire 
circuits should prove better or more 
economical for FM, Bell will use them, 
the statement said, citing the AT&T’s pro 
jected microwave radio relay system be- 
tween New York and Boston. This trial 
installation, under development before 
the war, is intended to test broadcast band 
transmission, including long-distance 
telephone and television, as well as broad- 
cast programs. 

* * * * 


HARGING that “trafficking in govern- 

ment franchises with commission 
approval still continues,” Representative 
Richard B. Wigglesworth, Republican of 
Massachusetts, last month renewed his 
demand for continued congressional in- 
vestigation of the Federal Communica- 
tions Commission and for new radio leg- 
islation. 

Referring to the report of the House 
Select Committee to Investigate the FCC, 
of which he was a member, Representa- 
tive Wigglesworth asserted on the House 
floor that the investigation “made clear 
the imperative need for immediate im- 
provement in standards of administra- 
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tion and for remedial legislation.” Both 
are “essential to impartial and efficient 
regulation and to equality of opportu- 
nity and freedom of speech over the 
radio,” said the Congressman, who dis- 
sented from the committee’s majority re- 
port. 

The committee investigation “served 
to disclose and, I hope, to eliminate cer- 
tain abuses of the commission’s licensing 
powers, condonation of illegality, actions 
based on political considerations, mis- 
representation to the Congress, unlawful 
solicitation of support for appropria- 
tions, and falsification of records,” de- 
clared Representative Wigglesworth. 

Referring to hearings by the Appro- 
priations subcommittee on independent 
offices, of which he also is a member, 
Representative Wigglesworth called for 
scrutiny of the part the U. S. Office of 
Education plans to play in FM, as dis- 
closed at the hearings. His speech was in 
connection with the Independent Offices 
Appropriations Bill (HR 1984) for the 
1946 fiscal year. 


* * * * 


& Sie American Telephone and Tele- 
graph Company on February 3rd 
announced that its employees on military 
leave of absence will receive a rate of pay 
when they return to work which will be 
the same as if they had worked continu- 
ously with the company in the jobs they 
held when they went on leave. 

Walter S. Gifford, president of AT&T, 
sent a letter outlining the plan to all 
headquarters employees of the company 
now on leave in the armed forces and 
Merchant Marine, and Frank P. Law- 
rence, vice president in charge of the 
AT&T Long Lines Department, wrote 
a similar letter to the employees of that 
department. 

Mr. Gifford’s and Mr. Lawrence’s let- 
ters also told the employees that the en- 
tire period of their leave would be 
counted as Bell system service under the 
company’s benefit and pension plan. 
Under this plan length of service in the 
Bell system is an important factor in de- 
termining pensions and benefits for sick- 
ness, accident, and death. This policy, 
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both as to rate of pay and benefit credits, 
applies retroactively to employees who 
have already been reinstated. 

Individuals will qualify under the plan 
announced if they return to work with 
the company after their discharge from 
the service within the period specified by 
the government. The law now provides 
a period of ninety days after discharge 
from the Army, Navy, Marine Corps, or 
Coast Guard, and forty days after dis- 
charge from the Merchant Marine. 

In his letter to AT&T headquarters 
men and women in the services, Mr. Gif- 
ford said: 


Your pay when you return to work will 
be the same as if you had worked continuous- 
ly with the company in the job you held 
when you went on leave. This means that 
your new rate of pay will include all in- 
creases which you would have received if 
you had stayed at work in that job. 

While most people coming back to work 
will probably be more at home in their 
former jobs, there will no doubt be situa- 
tions where a new assignment will be neces- 
sary or desirable. In such a case the matter 
will be promptly and carefully considered 
with you and if you are reassigned, you will 
receive the rate of pay appropriate to the 
new assignment. 

All of this contemplates, of course, that 
you will return to work with us after your 
discharge from the service within the period 
specified by the government. I earnestly 
hope that you will do this. We have a great 
deal of work to do after the war and we 
want and need your help in doing it. 


* * * * 


Ec: HARGES and countercharges were ex- 
changed in New York recently by 
radio experts at an unprecedented extra 
session that ended the winter conference 
of the Institute of Radio Engineers and 
left many with serious doubts as to the 
advantages of moving frequency modula- 
tion from its present position in the radio 
spectrum, as proposed by the Federal 
Communications Commission. The ses- 
sion was restricted to FM discussions 
and was called a “good stage-setter” for 
the expected hearings in Washington 
when more pros and cons of the new 
allocation were to be heard by the FCC. 

C. M. Jansky, Jr., chairman of the 
Radio Technical Planning Board’s FM 
panel, which drew up the engineering 
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data submitted to the FCC and upon 
which that body based its proposed FM 
changes, asserted that the whole FM 
change-over would be “something like 
falling out of the frying pan into the 


fire.” 
* * * x 


CCORDING to Max Forester, in a 
A special article recently published in 
the New York Herald Tribune, a pre- 
view of the complications. expected in the 
postwar development of radar was laid 
before the electronics industry recently 
when Captain Jennings B. Dow, chief of 
the electronic division of the Navy Bu- 
real of Ships, submitted a plan for an 
unprecedented method of dealing with 
the industry’s patent problems through 
a patent pool. Captain Dow’s presenta- 
tion, covering both the military and com- 
mercial phases of radar, proved surpris- 
ing in many respects even to observers 
within that closely guarded sector of war 
production. 

In advancing the plan before the In- 
stitute of Radio Engineers and the 
American Institute of Electrical Engi- 
neers, Captain Dow declared that he was 
acting on his own initiative. Especially 
interesting, however, to representatives 
of affected corporations were two facts, 
chief of which was the circumstance that 
the talk coincided with other more official 
efforts in the patent field, notably Secre- 
tary of the Navy James V. Forrestal’s 
letter to war contractors urging them to 
drop all infringement suits against users 
of war-important patents. 

The other fact which forcibly captured 
the attention of the industry, once the 
Dow plan had been carefully studied, was 
the enormity of the postwar sales poten- 
tial accorded to the industry—a thump- 
ing $75,000,000 annually for at least 
three years after the war. 


| iaonagde with hitherto undisclosed 

facts of this kind, the speech made in- 
teresting reading within and outside the 
electronics field, as much for the light 
it shed on the make-up and future for- 
tunes of the industry as for the patent- 
pool proposal it contained. 
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Unknown probably even in the 
closest industrial circles were some 
of the facts brought out by Captain Dow. 
He reported, for example, that more than 
2,000 and possibly 3,000 United States 
and foreign essential patents were in- 
volved in radar production. With the 
exception of the government, there are 
four major patent holders—Radio Cor- 
poration of America, American Tele- 
phone and Telegraph Company, General 
Electric Company, and Westinghouse 
Electric & Manufacturing Company. 

The four concerns, together with the 
government, which would delegate its 
patents on a royalty-free basis but re- 
tain voting rights, and hundreds of other 
patent holders, comprising both in- 
dividuals and corporations of the United 
States and foreign countries, would be 
linked in a patent-pool corporation under 
the Dow plan. The pool would also make 
the patents available to other manufac- 
turers under a uniform 6 per cent 
royalty, while members would share in 
the profits on a percentage basis, deter- 
mined after study of the relative im- 
portance of each patent to radar as a 
whole and an annual accounting of the 
incidence of use of each patent in equip- 
ment produced. 

Urging the electronics industry to give 
immediate consideration to the plan, cov- 
ering at least ten years after the end of 
the war, Captain Dow said a single cor- 
poration appeared to be most practicable, 
although he conceded the problem could 
be solved by negotiated agreements, or 
by the creation of two separate pools, one 
by the larger patent holders and the oth- 
er by.the smaller holders. 

rete 


EQUIREMENTS for communications 
R wire for military use are extremely 
critical, and although December produc- 
tion totaling 188,500 miles was 6 per cent 
higher than in November, it fell 2 per 
cent short of War Production Board 
schedules for the month, H. G. Batchel- 
ler, chief of WPB operations, reported. 

At the end of 1944, production of 
communications wire was lagging be- 
hind even minimum needs, he said. 
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Growing Opposition to FPC 
Encroachment on State Rights 


wo important policies of the Fed- 

eral Power Commission—extension 
of jurisdiction over utility companies 
previously considered intrastate, and en- 
forcement of “aboriginal cost” through 
direct or amortized write-offs — appear 
to be meeting growing opposition by 
some of the state commissions. Regard- 
ing the dividing line between state and 
Federal jurisdiction, Chairman Maltbie 
of the New York Public Service Com- 
mission recently protested against the 
FPC attempt to bring a number of New 
York natural gas companies under its 
jurisdiction. (See also page 253, Febru- 
ary 15th issue.) The FPC on Decem- 
ber 5th had informed Pavilion Natural 
Gas Company, Southern Tier Gas Cor- 
poration, and New York State Electric 
& Gas Corporation, that being now con- 
sidered natural gas companies within the 
meaning of the Natural Gas Act, they 
were called on to comply with the uni- 
form system of accounts prescribed by 
the FPC. Mr. Maltbie also protested the 
assumption of Federal jurisdiction over 
Rockland Light & Power Company, 
Producers Gas Company, Republic 
Light, Heat & Power Company, and 
Iroquois Gas Corporation. The latter 
companies operate entirely within the 
state and should come under Federal ju- 
risdiction only with respect to the price 
which they pay for purchased gas, which 
is transmitted in interstate commerce, he 
held. 

Regarding the accounting require- 
ments imposed by the FPC, Mr. Maltbie 
said: “What effective use can be made 
of duplicate reports and accounting? 
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Comment 


By OWEN ELY 


What useful purpose will be served by 
such additional regulation? Whatever 
may be the situation elsewhere, it cer- 
tainly cannot be said that regulation by 
the state of New York is inadequate or 
inefficient.” 


ie will be recalled that, in the past, some 
utilities (including certain Connecti- 
cut companies) have been reluctant to 
permit transmission tie-ins with other 
companies across state borders, because 
of apprehension that this would be con- 
strued as bringing them into the inter- 
state class and under FPC control. This 
may have retarded the trend toward 
formation of broad “power pools” which 
have proved such an important factor in 
the efficiency of our electric power and 
light system as a whole. Temporarily, 
due to war demands, this factor has been 
of less weight, but in the postwar period 
it may again come into operation. 

The SEC appears to have been some- 
what less aggressive than the FPC in 
trying to extend its domain over intra- 
state companies, possibly for the reason 
that it already enjoys some measure of 
control through the Securities and Ex- 
change Act. However, a recent instance 
is Long Island Lighting Company, which 
operates exclusively in Long Island and 
has been careful to avoid connection with 
other utilities operating outside the is- 
land, such as Consolidated Edison. The 
SEC has sought to assume jurisdiction 
recently, on the request of a group of 
preferred stockholders, apparently 02 
the ground that the company sells power 
to aircraft companies and other pro- 
ducers of goods moving in interstate 
commerce. The commission’s argument 
was rejected by one Federal court but has 
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been appealed to another. Meanwhile, 
the company’s stockholders, both 
preferred and common, cannot effective- 
ly sell any of their holdings since the 
transfer books have been closed. (See 
recent items in this department.) 

Regarding the Federal Power Com- 
mission’s attempt to enforce its ideas as 
to “original cost,” two states (Arkansas 
and Montana) have recently made direct 
protests while a third (Pennsylvania) 
has indicated its adherence to the old- 
fashioned theory of fair value, arrived 
at according to the Supreme Court 
formula in Smyth v. Ames. (See pre- 
vious issue, page 229, and page 311 of 
this issue.) 

The Arkansas utilities commission on 
February 3rd announced that it would 
participate in the suit brought by the 
Arkansas Power & Light Company to 
determine whether the company should 
be regulated by the FPC or the state 
commission. The FPC had ordered the 
company to show cause February 20th 
why it should not use “original cost” in 
establishing a rate base. The state com- 
mission had ordered the utility to reduce 
rates last June but had fixed the rate 
base several million dollars above that 
determined as “original cost” by the 
FPC. The state commission now holds 
that “the FPC is undertaking to usurp 
the power and right reserved to the state 
of Arkansas to regulate public utilities 
operating exclusively in this state.” (See 
also page 317.) 


PARALLEL instance is the action of 

the chairman of the Montana Rail- 
road and Public Service Commission, 
who recently forwarded to all state util- 
ity commissions a memorandum criticiz- 
ing the FPC for “completely disregard- 
ing state laws and rights.” The Montana 
commission had just completed a con- 
current proceeding with the EPC in- 
volving a reclassification of accounts 
case against Montana Power Company. 
In 1943, the FPC had ordered a write- 
off of about $54,000,000, and the local 
commission had joined in the proceed- 
ings under a codperative agreement be- 
tween the National Association of Rail- 
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road and Utilities Commissioners with 
the FPC. However, the Montana com- 
mission found that it had little or no 
voice in the proceedings, being expected 
to agree fully with FPC views regard- 
less of the facts. It was stated: 
Montana Power Company, when it tried to 
introduce evidence thought admissible, was 
told by the examiner that it would not hear 
such evidence. Our state commission, how- 
ever, did hear that evidence, as we thought 
it was admissible and important in properly 
hearing the case. The FPC’s attitude at all 
times both at the hearings and in meetings 
was plain—and that was that they wanted to 
write off $54,000,000, no matter what the 
facts showed. 


It will be recalled that a somewhat 
similar situation prevailed with respect 
to Utah Power & Light, which in 1943 
was ordered to write off over $27,000,- 
000 of plant account. Proceedings in the 
state commission investigation were ap- 
parently dominated by the FPC, but the 
state commission codperated without 
protest, and the resulting $1,500,000 
rate reduction ordered by the latter com- 
mission was upheld by the state supreme 
court about a year later. The court sup- 
ported the “prudent value” basis. 

It is possible that these pending cases 
—Long Island Lighting and Arkansas 
Power & Light—may go to the Supreme 
Court eventually, in which event the two 
issues, (1) the dividing line between 
state and Federal jurisdiction, and (2) 
the power of Federal agencies to order 
write-offs of funds actually invested by 
a utility company in the purchase of its 
properties (in order to set up what is 
frequently a highly theoretical “aborig- 
inal cost” plant value), may receive fur- 
ther judicial consideration. Unfortunate- 
ly the Hope Natural Gas Company was 
not a typical utility, and its plant account 
had not been kept according to usual util- 
ity standards. The Supreme Court de- 
cision in that case need not be consid- 
ered as final, particularly in view of the 
divided views of the justices. 

The Supreme Court recently (in a 5- 
to-4 decision) blocked a refund to cer- 
tain gas consumers in Iowa—ordered by 
the FPC, on the ground that this was 
only an intrastate matter. (See page 319.) 


MAR. 1, 1945 





PUBLIC UTILITIES FORTNIGHTLY 


Manufactured Gas Stocks 


7 eight manufactured gas com- 
pany stocks in the accompanying 
table appear to represent practically all 
those which escaped the clutches of hold- 
ing companies in the pre-1929 period of 
system building. With the exception of 
Brooklyn Union Gas, they are all New 
England companies. Slightly over half 
the stock of Hartford Gas is owned by 
United Gas Improvement, its affiliate, 
Connecticut Gas & Coke Securities, 
and Connecticut Power. Brockton Gas 
Light and Springfield Gas Light belong 
in the Charles H. Tenney group. Kop- 
pers Company has disposed of its equity 
in Brooklyn Union Gas. 

Earlier fears regarding the adverse 
effects of the war on the earnings of 
manufactured gas company stocks do not 
appear as yet to be justified. Of the eight 
companies in our list, all but two show 
increased earnings, though the figures in 
our table are not very conclusive because 
of the admixture of 1943 results. Most 
of these companies, unfortunately, re- 
port only on an annual basis and interim 
figures are not available. When 1944 
results for the entire group are in, better 
conclusions can be drawn. 

The natural gas stocks have followed 
the trend of other utility issues, and most 
of them show good advances from last 
year’s low levels. Markets are rather in- 
active, however, for all issues excepting 
Brooklyn Union Gas. 

The latest available statistics for the 


gas industry are for the month of Octo- 
ber, as reflected in the chart on the next 
page, from the American Gas Associa- 
tion January summary. 


¥ 


United Light & Power Decision 


Ebon U. S. Supreme Court on Janu- 
ary 29th sustained the SEC de- 
cision approving the 94.52 per cent- 
5.48 per cent recapitalization formula 
for United Light & Power Company. 
After citing the history of the case, Jus- 
tice Reed (who delivered the opinion) 
pointed out that the commission’s choice 
of dissolution (rather than merger with 
other system companies) results in a type 
of liquidation entirely distinct from that 
envisaged in the charter provisions with 
respect to preferences for the senior 
stock. The ordered dissolution reflects 
holding company simplification as a mat- 
ter of public policy, effected by the com- 
mission through powers delegated by 
Congress. (See also page 324.) 

The commission’s decision was based 
on the theory of projected earnings. It 
assumes normal future earnings of $6,- 
185,000 for United Light & Railways 
common. (The company is currently 
earning about $4,578,000, but income and 
excess profits taxes for the system 
amount to $18,035,000.) This amount, 
if applied to Power preferred, would 
leave a balance of $2,585,000 available 
for application to preferred stock arrear- 
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MANUFACTURED GAS COMPANY STOCKS 


Where 
Traded 
Brooklyn Union Gas 25 
Bridgeport Gas Light 25 
Hartford Gas 40 
Brockton Gas Light 94 
Providence Gas 9 
Haverhill Gas Light 20 
Springfield Gas Light 27 
Fall River Gas 26 


Price Latest 
About Earnings 


$2.38(1 


elelelelelelel“,) 


Previous 
Earnings 


$2.23(1) 10.5 50 


Approx. 

Yield Range 
About 1944-5 
2.0% 26-14 

1.57(2) 16.9 i 5 25-21 
2.13 (2) 17.7 : 5.0 _ 
.60(2) 13.6 : : — 
.56(2) 17.0 : A 9-8 
1.28 (3) 11.8 ; _ 
1,26(2) 19.1 : ; 27-20 
1.93(3) 12.3 , f - 


Price- 
Earn. 1944 
Ratio Div. 


S—Stock Exchange. C—Curb. O—Over counter. 


(1) Twelve months ended September 30th. 
(2) Calendar years 1943-2. 
(3) Calendar years 1944-3. 
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ages, after providing for the regular 
preferred dividend requirement of $3,- 
600,000. Thus in about fifteen years of 
such earnings the arrearages of $38,700,- 
000 (as of December 31, 1942) could be 
paid off, after which the common stock 
would be in a position to receive div- 
idends. 

Based on this reasoning the commis- 
sion arrived at its formula for the di- 
vision of assets between preferred and 
common, assigning the latter 5.48 per 
cent. The petitioner (Otis & Co., holders 
of a few shares of preferred stock) did 
not challenge the exact formula, but held 
that under application of the “full prior- 
ity rule” as in bankruptcy or equity re- 
organizations, the common should be 
denied participation unless the rights of 
the preferred had been satisfied in full. 
But the Supreme Court concluded that 
the commission had acted correctly in 
evaluating the rights of stockholders on 
“a going business” basis, rather than on 
a liquidation basis. Creditors had been 
satisfied and no attempt had been 
made to evade or nullify creditors’ 


rights, hence there was no similarity to 
bankruptcy. 

Moreover, the commission had prop- 
erly recognized the senior claim against 
earnings of the preferred stock. Justice 
Reed pointed out that when President 
Roosevelt sent to Congress the report of 
the National Power Policy Committee, 
with reference to the pending utility 
holding company bill, the report stated 
that the simplification and reorganiza- 
tion of holding company structures 
should be so conducted as to “prevent 
undue losses to security holders.” 

Furthermore, the charter preference is 
inoperative in simplification of holding 
companies under § 11(b) (2), the 
court maintained, stating, “Enforcement 
of an overriding public policy should not 
have its effect visited on one class with a 
corresponding windfall to another class 
of security holders.” Also, the commis- 
sion should not be hampered in its choice 
of methods of enforcing the act by 
charter provisions of doubtful applica- 
bility. 

Justice Douglas (formerly chairman 
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of the SEC). did not participate in 
the case and Justices Stone, Roberts, and 
Frankfurter dissented. Chief Justice 
Stone, in commenting on the commis- 
sion’s estimate of future earnings, de- 
scribed it as “peering into the future 
with almost clairvoyant percipience” and 
pointed out that actual earnings in the 
decade ended .1942 had only once ex- 
ceeded the estimated future earnings. 
He stated that, while the company has 
been condemned to death, it is still to be 
regarded as living and functioning as “a 
going business.” The Chief Justice saw 
no reason to distinguish between the 
involuntary dissolution ordered by the 
SEC, and the dissolution as referred to 
in the company’s charter. The fact that 
the act was passed some years after the 
charter was adopted did not change the 
situation, in his opinion. The stock- 


holder who stipulated for priority upon 
liquidation was concerned only with the 
facts of the matter, not the source of the 
power which might cause liquidation. 
When United preferred was issued in 


1929, there were numerous statutes 
which authorized dissolution of corpora- 
tions by government compulsion and “it 
is the veriest fiction to say that inves- 
tors ... could not or did not consider the 
possibility of the addition of a single 
statute to this list.” 

Justice Stone also held that the di- 
vision of assets was no necessary part 
of the commission’s administration of 
the Utility Act, and the commission had 
not revealed how any particular method 
of distribution would hamper the sim- 
plification or elimination of the company. 
“Neither the commission, public, nor the 
stockholders have any ground for com- 
plaint so long as the agreed priority 
rights to the distributed assets remain 
unaltered,” he said. 

The justice and his colleagues who 
dissented considered erroneous the com- 
mission’s assumption that its finding 
(that the plan is “fair and equitable”) 
overrides the contract rights of the stock- 
holders. The requirement of § 11(e) 
that the plan be “fair and equitable” 
should work in favor of the observance 
of priority rights rather than be con- 
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sidered as’ nullifying them. Cases were 
cited to support this interpretation of 
“fair and equitable.” The commission 
had no right to “remold” contract rights 
in a dissolution case, any more than it 
could do so in a reorganization. It sub- 
stituted nothing for the priority rights 
which it destroyed. There is no true 
analogy with the Gold Clause cases, the 
justice held. When the Utility Act was 
passed, there was repeated reference in 
the Senate discussion to Continental 
Insurance Co. v. United States, in which 
the stipulated priorities of several classes 
of stockholders were protected. To call 
preferred stockholders’ priority rights a 
“windfall” did not justify giving a wind- 
fall to the common. 


ig ise the majority nor the minor- 

ity opinions discussed in detail the 
formula adopted by the commission. It 
remains possible that some future case 
will reach the court where the issue lies 
in the exact determination of the formula 
for distribution of assets. Thus far dif- 
ferences of opinion have been largely 
settled by methods of compromise 
worked out by the SEC, as in the pend- 
ing Commonwealth & Southern Case, 
where protests by preferred stockholders 
resulted in a revision of the formula 
from 80-20 to 85-15 (not yet approved 
by the commission). 


va 
Associated Gas & Electric 


Earnings 

N the review of the Associated Gas & 
Electric system in the February Ist 
issue of this department (pages 165-6) 
reference was made to a pro forma earn- 
ings estimate of share earnings of $1.21 
on the new common stock of the “surviv- 
ing company” (under the recap plan). 
However, later estimates are now avail- 
able. In the twentieth report of the trus- 
tees a pro forma statement for the twelve 
months ended September 30, 1944, indi- 
cates earnings of $1.38 per share, in- 
cluding restricted earnings of about 31 
cents per share. The description of the 
bases employed in arriving at the figure 

appears on pages 7-9 of the report. 
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What Others ‘Think 


Cost As a Rate Base Substitute 
For Value 


RITING in the June, 1944, issue of 
The Yale Law Journal, Dr. John 
Bauer, director of The American Public 
Utilities Bureau, in an article which was 
reviewed in Pusric UrTivities Fort- 
NIGHTLY, issue of September 14, 1944, 
strongly urged that “prudent invest- 
ment,” as defined by him, be accepted as 
the proper rate base in determining the 
return permitted to public utility com- 
panies. More recently, in the same publi- 
cation (The Yale Law Journal, Septem- 
ber, 1944), Samuel Ferguson, president 
of the Hartford Electric Light Company, 
took issue with Dr. Bauer’s arguments. 
Mr. Ferguson’s article stressed the 
fact that he is in accord with Dr. Bauer’s 
conclusion that an adoption of “cost” in 
place of value has been desirable from 
the consumer’s standpoint and has been 
in the interest of investors in public util- 
ity securities. But he cannot go along 
with Dr. Bauer’s departure from the goal 
of “applying a straight cost standard by 
asserting that utility rate bases should be 
predicated not on original cost, but on 
‘original cost less depreciation.’” In 
other words, Mr. Ferguson suggests that 
Dr. Bauer cannot consistently reject the 
“value” concept and at the same time re- 
tain one aspect of the “value” theorem 
through the reduction of the item of his- 
torical cost by “depreciation accruals.” 


M:* FERGUSON contends that the 


argument that ~ original cost 
should be reduced by the amount of ac- 
crued depreciation in the rate base, is 
erected on two fallacious assumptions: 
(1) that cost is affected by depreciation, 
and (2) that the loss caused by deprecia- 
tion is charged to expense as it actually 
accrues. He stated: 
The fatal defect of the first assumption is 
that it smuggles a valuation factor, 1.e., the 
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depreciation of plant and equipment, into 
the simple historical task of recording cost, 
Yet it should be obvious that the factors 
which compose “cost” and “value” are 
not synonymous and that the concepts 
must not be confused. Strong testimony to 
this effect was given by C. W. Smith, chief 
of the accounts, finance, and rates division 
of the Federal Power Commission in the 
Arkansas Power & Light Company Case [55 
PUR(NS) 129]. 


Mr. Smith is quoted as follows: 


I agree that values are in a state of flux 
and I don’t think any accountant would argue 
that cost represents value. Cost represents 
cost. I don’t claim that cost represents value. 
I believe that value, however, is an unneces- 
sary process in the fixing of rates. ... I agree 
that the value of any property is the present 
worth of what it will earn in the future. | 

. agree, too, that the value of physical prop- 
erties of a business which is not earning 
money is scrap value. 


There is no doubt that both apprecia- 
tion and depreciation of property affect 
value. But they cannot alter actual cost. 
Cost and value may be identical at the 
date of construction, but could not pos- 
sibly remain so thereafter except under 
the most unusual circumstances whereby 
appreciation would exactly offset depre- 
ciation. Hence, Mr. Ferguson argues 
that when cost is substituted for value as 
a basis for regulation, it must follow that 
depreciation, which is loss of value, no 
longer is entitled to consideration unless 
it has gone so far as to bring about with- 
drawal of a particular piece of property, 
or its classification as no longer “used 
and useful.” 


ee second fallacy claimed by Mr. 
Ferguson is the confusion of the 
“fact of depreciation with the prepara- 
tions made for reimbursement to the 
company for the cost of withdrawn 
equipment.” He pointed out that the ac- 
tual loss of value through depreciation 
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occurred very irregularly during the 
service life of the property, so that depre- 
ciation reserves, as they exist at any 
given date, cannot be the measure of de- 
preciation which has actually taken place 
as of that date. Nor does the deprecia- 
tion reserve on a cost basis have any rela- 
tion to the cost of replacement of prop- 
erty withdrawn. Mr. Ferguson stated: 


Of course, utility managements must make 
preparation for the eventual and inevitable 
retirement of fixed capital by accumulation 
ofareserve. But the collection of this money 
in preparation for eventual retirements does 
not justify a write-down of cost on the books 
or in the rate base, on any ground dependent 
on any aspect of depreciation. If amortiza- 
tion of capital had received legal sanction 
and the funds accumulated for this purpose 
were paid out to investors (which is not the 
case), concomitant write-downs in the cost 
items would be justifiable. However, the 
court has not generally approved the amor- 
tization principle. In any event, the amor- 
tization doctrine has nothing in common with 
depreciation, and the advisability of amor- 
tization should be considered on its own 
merits, without the confusion introduced by 
misuse of depreciation terminology. 


The author goes on to observe that 


while the inequities occasioned by the de- 
duction of depreciation reserve accruals 
from capital accounts in the past were ob- 
scured by the rapid growth of the utility 
industry, they become apparent when the 
problem is simplified by considering the 
case of a static company—a tendency 
which Mr. Ferguson believes is well in 
prospect. He gives the following hypo- 
thetical example : 


1. Assume that a particular piece of prop- 
erty had cost $1,000,000 and that 6 per cent 
was considered a fair rate of return, 1. ¢., 
$60,000. 

2. Assume the depreciation reserve was ac- 
cumulated on a straight-line basis and that 
the reserve after a period of years has 
reached the sum of $200,000. 

3. Assume the company’s capitalization 
was $400,000 of 4 per cent bonds and $600,- 
000 of stock. 


In this situation, the $60,000 of permitted 
earnings, after covering the $16,000 required 
for bond interest annually, would leave $44,- 
000 for the payment of dividends to stock- 
holders and the accumulation of a surplus. 

Under the above assumption of an ac- 
cumulation of $200,000, and if the “net 
Property” concept were applied, the rate base 
would have to be reduced to $800,000. Ac- 


cordingly, under the maximum 6 per cent 
rate of return rule, permitted earnings from 
operations would be cut from $60,000 to $48,- 
000 annually. Even assuming the deprecia- 
tion reserve were invested in suitable securi- 
ties, it is dubious that the return on the fund 
would be more than 2 per cent, or $4,000. 
Accordingly, the company’s total earnings 
would be $52,000; after deduction of bond 
interest, the sum available for payment of 
dividends and accumulation of surplus would 
be only $36,000, or 82 per cent of the former 
amount. The full fair return, t. e., $60,000, 
could not again be earned, until withdrawals 
had been made to the full extent of the re- 
serve. The possession of the $200,000 reserve 
by the company is in no sense a return of 
principal to investors; the assets of the re- 
serve were paid in for the specific purpose of 
covering retirements and must eventually be 
used for this purpose. 


r the foregoing example the problem 
has been analyzed as it would exist if 
20 per cent of cost had been accumulated. 
However, the application of the present 
approved method of straight-line depre- 
ciation eventually results in accumulation 
of a reserve of 45 per cent of original 
cost. Under the “net property” concept, 
there would be a corresponding reduc- 
tion in the permitted return although 
identical service was being rendered to 
consumers and there had been no return 
to investors who furnished the capital. 
Mr. Ferguson goes on to say that 
“there is no justice in a concept which 
requires stockholders to accept a con- 
tinuously diminishing income as the re- 
serve grows.” Conversely, there is no 
likelihood that regulatory commissions 
would approve a larger and larger rate of 
return with the growth of the reserve. 
Furthermore, under the hypothetical cir- 
cumstances, utility managers would be 
under constant temptations to make pre- 
mature and uneconomic replacement in 
plant in order to diminish the reserve. 
On this point, Mr. Ferguson gives a 
further example from his own operating 
experience. It seems the Hartford Com- 
pany owns some old steam-pressure plant 
of low operating efficiency which is used 
as a reserve (and was actually operated 
only a few hours during the past decade) 
to support the company’s more modern 
facilities. The old plant is carried on the 
books at its cost figure of $3,000,000. 
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During its life depreciation rates, as a simple formula, which could be applied 


5 to the historical data on the books of utilj 
charged by the company to expense, have colnpanies-t0 deters: Geum acoreat 


averaged In EXCESS of 34 per cent, so it to the depreciation reserve. This formula 
might be said to have been fully amor- should be designed to create and maintain the 
tized. Replacement of this old plant with reserve at the desired figure. Management 
new, efficient units would cost $4,000,- should not be permitted any discretion in the 


: : : annual application of this formula in its 
000. But there is no service need for this earnings statement. 


expenditure since the old plant is quite The present technique is to stipulate an 
adequate as a reserve. arbitrary annual accrual on the basis of 

Mr. Ferguson goes on to show, how- gueters as to ater gt service om thon 

¢ “ ” regar ce] e size Oo e reserve, e for 

ever, that if the net property theory going method proposes to have the ak 
were applied with an assumed return rate tory agency fix the size of the reserve and 
of 63 per cent on the basis of present op- then let the amount of the annual accruals 
erations, the company’s permissible earn- gaara by a formula based on experi- 
ings would be $1,950,000 gris pare base 2. If customers’ money is used for ordi- 
of $30,000,000 (arrived at by subtract- nary corporate purposes, it should be 
ing $10,000,000 depreciation reserve credited with equitable earnings out of the 
from the original cost of $40,000,000). permitted return. The amount of these cus- 

But if the old units were replaced by tomer earnings should be specified by the 


. : 4 regulatory agency, with recognition of the 
new units costing $4,000,000, the com fact that the company could obtain funds 


pany’s earnings would mount to $2,210,- necessary for expansion elsewhere, if an 
000 (that is, 64 per cent on a rate base of undue share of the earnings were allocated 
$34,000,000 resulting from the deduction to the senior money, constituting the assets 


of only $7,000,000 reserve from an orig- corresponding to the reserve liability. 

C Earnings credited to the reserve from the 
inal cost of $41,000,000). Here, clearly, permitted total company return would cor- 
is the temptation to perpetrate an eco- respondingly reduce the amount to be 
nomic waste in the amount of $4,000,000 charged to expense as depreciation in ac- 


: ; cruals. As the reduction in expense directly 
without any appreciable benefit to the affects the permissible rate of return, the 


ratepayers in terms of reduced operating earnings would benefit the customers, to the 
expenses or increased useful capacity. same extent as though paid to them in cash. 


Mr. Ferguson concluded that the prob- 
lem of determining proper methods of 
depreciation accounting has been need- 
lessly complicated by the attempt to de- 
vise one pat solution for the two prob- 
lems of collecting the original cost and 
according fair treatment to consumers’ 
money retained by the company pending 
1. The regulatory agency, of course, should retirements. He claims that Dr. Bauer's 


have the responsibility for fixing the desir- « ” : - 
able size of the replacement reserve. Except net property” concept entails an arbi 


in freak cases, 15 to 20 per cent of fixed trary write-down of fixed property ac- 
capital, in lieu of the present 45 per cent counts. Such write-downs, according to 
maximum figure, should be ample to in- Mr, Ferguson, have an exactly reverse 
sure continuance of satisfactory service to effect to the “write-ups” in property ac- 


tect the investors’ equit : 
ni yaar ha onmienmiiduees placed on the books in the past by 


The regulatory body should then devise Many utility managements. 


R. FERGUSON outlined two sugges- 

tions for separating the problem 

of providing for depreciation from the 

equally important problem of determin- 

ing equitable treatment to be accorded to 

customer payments held by the company 
for covering retirements : 








“Ir private enterprise does not keep its sights up on the over-all objective 

q of human security, and if it does not convince the worker that it is doing 
as much for him as can practically be done, the worker will turn to gov- 
ernment and there lodge his demands. Government ts not likely to turn a 
deaf ear.” 


—Wirura L, Batt, 
Vice chairman, War Production Board. 
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The Washington (D. C.) Post 


“I GUESS THEY GOT TIRED OF SAYING ‘PLEASE MOVE TO THE REAR’” 


Conflict of State Commissions and FPC 
Over Utilities Grows 


OMMENTING upon this situation, 
Thomas P. Swift, a special writer 

with The New York Times, disclosed in 
that paper recently interesting details 
taken from a memorandum issued by the 
Montana Railroad and Public Service 
Commission. According to Mr. Swift, 
“the smoldering conflict between state 
regulatory commissions, primarily those 
engaged in the regulation of public utili- 
ties, and the Federal Power Commission, 
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one of the main regulatory agencies of 
the United States government, has 
reached the point where all state utility 
commissions have been asked to take con- 
certed action against the ‘encroachments’ 
of the FPC on states’ rights.” He con- 
tinued : 
The seriousness of the situation was 
thrown into bold relief yesterday [February 


4th] with the disclosure that the regulatory 
commission of the state of Montana, known 
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as the Montana Railroad and Public Service 
Commission, had forwarded a_ sharply 
worded memorandum to all state utility com- 
missions criticizing the FPC for “complete- 
ly disregarding state laws and rights” and 
attempting to bring about a “definite central- 
ization of power in Washington.” 

This action by the Montana commission 
was the second such development in recent 
weeks. Recently the New York State Public 
Service Commission took the FPC to task 
for what it termed a Federal invasion of 
purely state matters when the FPC de- 
manded jurisdiction over three small natural 
gas companies operating within New York 
state. 

Explaining that it had just completed a 
concurrent proceeding with the FPC involv- 
ing a reclassification of accounts case against 
the Montana Power Company, the Montana 
commission stated that the memorandum 
had been prepared in the belief that other 
state commissions should be apprised of de- 
velopments in the case. The FPC late in 
1943 ordered Montana Power to write off 
some $54,000,000 from its accounts, and the 
Montana commission, under a cooperative 
agreement which the National Association 
of Railroad and Utilities Commissioners has 
with the FPC, joined in the proceedings. 

Treatment accorded the Montana commis- 
sion by the FPC was anything but satisfac- 
tory, according to the memorandum, which 
outlined developments as follows: 

“We were ignored (by the FPC) at every 
point of the road and had to continually fight 
for our state’s rights. In all discussions we 
were treated cordially and were urged to 
continue the codperative proceedings, but 


every time there was a problem to be decided 
there was no possibility of any codperation 
unless we would fully agree with the views 
of the Federal Power Commission, regard. 
less of what the facts were in the case.” 

Extending over seven weeks, the hearing 
was conducted in a “most unusual manner,” 
according to the memorandum, which js 
signed by Austin B. Middleton, chairman of 
the Montana commission. 

“Federal Power Commission counsel was 
allowed to introduce volumes of irrelevant 
evidence by the examiner,” the statement 
runs. “The Montana Power Company, when 
it tried to introduce evidence we thought 
was admissible, was told by the examiner 
that it would not hear such evidence. Our 
state commission, however, did hear that 
evidence, as we thought it was admissible 
and important in properly hearing the case. 
The FPC’s attitude at all times, both at the 
hearing and in meetings, was plain—and that 
was that they wanted to write off $54,000,000. 
no matter what the facts showed.” 


Mr. Swift’s article ended with a state- 
ment of the conclusion of the Montana 
memorandum, which declared that “at- 
torneys for the FPC prevented even the 
possibility of a compromise with the util- 
ity when a compromise of differences 
apparently was possible,” and that the at- 
titude of the FPC, as shown throughout 
the proceedings, was one aimed at taking 
over jurisdiction and regulation which 
for decades had been exercised by state 
regulatory agencies. 


’ 





New Magazine for 


HE New York Society of Security 

Analysts has begun the publication 
of a new quarterly periodical—The 
Analysts Journal—of which the first 
(January, 1945) number is now avail- 
able. It is stated that the “Journal will en- 
courage thoughtful discussion and de- 
bate on topics of current interest to the 
profession,” and that among the aims in- 
cluded in its scope is the “improvement 
of the statistical techniques used in the 
analysis of various classes of securities ; 
the investigation of the adequacy of in- 
formation contained in annual reports to 
stockholders ; and the study of regulatory 
policies of government agencies which 
affect securities.” 
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Security Analysts 


The society, which was founded in 
1937, has had a steady growth and in- 
cludes in its membership (now number- 
ing over 700) security analysts associ- 
ated with leading investment banking 
houses, stock exchange firms, banks, 
trust companies, as well as insurance 
companies and industrial organizations. 
In addition to the interchange of ideas 
among its members, the chief objectives 
of the society are the “establishment and 
maintenance of a high standard of pro- 
fessional ethics, and the improvement of 
analytical techniques.” 

The current issue of the Journal con- 
tains a number of articles which should 
be of interest to security analysts. It al- 
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so devotes several pages to book reviews 
and a bibliography of recent financial ar- 
tices. Two of the articles touch upon 
public utilities. One “The Allocation of a 
Single New Class of Stock among Var- 
jous Classes of Public Utility Holding 
Company Securities,” is by E. Ralph 
Sterling, utility analyst with a stock ex- 
change firm and a member of the Jour- 
nal’s editorial board. The author states 
that “what is offered here is a method by 
which the security analyst can value the 
‘bundle of rights’ of various classes of 
holding company security holders and 
thus determine their fair share of a new 
single class of common stock. Such a 
technique is important because real ap- 
preciation opportunities are present in 
reorganizations made necessary by the 
Public Utility Holding Company Act 


He then sets out, by intricate analysis 
(accompanied by detailed tables) of the 
various factors involved in the treatment 
of the capitalization of a hypothetical 
holding company, to establish a formula 
that should be preferable to and more 
precise than the “‘random guess” method 
used at times. 


HE other article, “A Study of Fac- 

tors Influencing Price-earnings 
Ratios of Utility Common Stocks,” by 
Harold H. Young, also a utility analyst 
for a stock exchange firm, reports upon 
certain studies made of a sizable list of 
electric and gas operating companies, to 
determine what considerations have the 
greatest influence in determining the 
price-earnings ratio at which individual 


stocks sell. 
—R. S.C. 





Co-ops’ Freedom from Taxes Stirs 
Increasing Protests 


— a recent finance confer- 
ence of the American Management 
Association, Howard E. Blood, presi- 
dent, Norge division, Borg-Warner Cor- 
poration, said: 


Government should not be permitted to 
extend discriminatory nor socialistic favors 
to any particular types of business. Co-ops 
should have to stand on the same competitive 
basis as other forms of manufacturing and 
distribution. For co-ops to get a large part 
of their capital from excessively long gov- 
ernment loans at practically no interest puts 
government capital into competition with 
private business. 


It is not pressure group opposition but en- 
lightened self-interest for all of us to oppose 
the use of government tax favors to any 
form of competitive private business. If co- 
ops thrive on such capital they can attract 
from individuals or banks or from all of 
the sources used by private industry and 
pay taxes in the same way as other business 
in the same fields, they may be a useful and 
desirable factor in business. If they are pro- 
vided with government capital and do not 
pay their fair share of taxes, their existence 
will tend to drag other business down to the 
government-owned and patronized level, and 
to become an increasing burden on all of 
those who still pay taxes. 
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The food industry, as well, is con- 
cerned in this question of taxation of co- 
ops. Announcement comes from the Na- 
tional American Wholesale Grocers As- 
sociation that it plans a program for 
presentation to the House Ways and 
Means Committee and the Senate Fi- 
nance Committee, seeking to have Con- 
gress enact legislation taxing farm co- 
Operatives, 

There is also a growing movement un- 
der way, supported largely by business 
interests, both small and large, in the 
Middle West, seeking tax equality, and 
directed especially at the taxation of co- 
Operatives. This movement heads up in 
the National Tax Equality Association, 
with headquarters in Chicago’s La Salle 
street. It is understood to maintain a 
staff of research workers, provide pam- 
phlets, speeches, articles for trade maga- 
zines, periodicals, and newspapers, and 
offers to provide programs by speakers 
representing the association both at 
meetings or for radio presentations. 

A Washington “counselor” has been 
made available to appear before con- 
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gressional committees and govern- 
ment agencies and the association says it 
is prepared to furnish counselors to rep- 
resent the association and its membership 
before state legislatures and other state, 
county, and municipal bodies whenever 
tax, legislative, and public educational 
problems arise affecting the welfare of 
the association. According to an article 
in a recent issue of the newspaper PM, 


The NTEA views with alarm this growth 
of the codperative movement and asks who 
will pay the taxes if eventually all business is 
done by codperatives which they claim are 
tax exempt. 

The NTEA also is demanding tightening 
of Federal credit to codperatives, increased 
restrictions on cooperative securities, re- 
striction on the Rural Electrification Admin- 
istration, and taxation of the dividends of 
mutual insurance companies. 

NTEA already takes credit for enactment 
by Congress of the provision in the 1943 
revenue bill, passed over the President’s veto, 
that codperatives and labor unions must re- 
port each year their financial condition. . . 

To counter the NTEA attack, the codpera- 
tives have organized the National Associa- 
tion of Codperatives, composed of farmer 
and nonfarmer cooperatives and producer 
and consumer groups. ... 

Should the NTEA carry its campaign to 
the Ways and Means Committee in Con- 
gress, the coOperatives are prepared to stand 
up and fight. Beside them will be the threat 
of action by the “insurance lobby” to pro- 
tect the interests of policyholders in the 


mutual insurance companies, which are 
among the biggest businesses in the nation, 

The farm bloc will be solidly behind the 
cooperatives, regardless of how reactionary 
some of the rural Congressmen may be, be. 
cause all the major farm organizations are 
involved in the codperative business, either 
as suppliers to members or as marketers of 
members’ produce. 


Claiming “double taxation” would re. 
sult if the “savings of cooperatives were 
taxed by the income tax method,” the 
PM article, in discussing this subject, 
presents this rather astonishing argument 
in defense of tax exemption for such or- 
ganizations: 

_ Such savings now are exempt from taxa- 
tion because they are not the property of 
the codperative organizations but belong to 
the individual members of those organiza- 
tions. In the case of consumer ccdperatives, 
the refunds are the money left at the end of 
the year which cooperative patrons would 
have lost if they had traded at private enter- 
prise establishments. Income tax was paid 
on this money when it was earned by the 
consumer and taxation of the saving would 
be double taxation. 


“In the case of producer codperatives, 
like Farmers Union Grain Terminal As- 
sociation,” the article continued, “the 
refunds are higher returns to farmers on 
which he must pay income taxes at the 
time he files his individual tax return.” 


—R. S.C. 





Notes on Recent Publications 


Accent RATES IN THE Pusiic Utitity IN- 
pustriEs. 1943. National Safety Council, 20 
N. Wacker Drive, Chicago, Ill 


BeEtovep Scientist. By D. O. Woodbury, with 
a foreword by O. D. Young. McGraw-Hill 
Book Company, Inc. . (Whittlesey House 
Division), New York, N. Y. 1944. 358 pages 
(illustrated). 94 by 6 inches. $3.50. 

This is a very readable biography which 
tells of the great versatility of Elihu Thomp- 
son. The author covers in an interesting 
manner both the early history of the elec- 
trical industry and the fine work of Mr. 
Thompson, who combined the qualities of 
the pure scientist and dreamer with the judg- 
ment of the practical engineer. Although his 
most noteworthy achievements were in the 


electrical field, he also received public ac- 
claim as a businessman and teacher. 

CAPITAL AND LABOR IN THE RAILROAD INDUS- 
try. By Howard R. Smith. Harvard Busi- 
ness Review. Winter, 1945. 

ConveRTING War Pipe Lines To NATURAL 
Gas. By Sidney A. Swensrud. Harvard Bus- 
ness Review. Summer, 1944. 

Tue Missouri. By Stanley Vestal. Farrar & 
Rinehart, New York, N. Y. 1944. $2.50. 
THe NARUC anp Depreciation. By George 

O. May. The Journal of Accountancy. Janu- 
ary, 1945. 
Tue TVA: Lessons For INTERNATIONAL AP- 


PLICATION. International Labour Office, Mon- 
treal, Canada. 1944. Pp. viii, 289. $2. 
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The March of 
Events 


Introduce NARUC Bill 


ENATOR Brooks of Illinois, on behalf of Sen- 
S ator Johnson of Colorado and himself, in- 
troduced a bill (S 448) last month to amend 
§ 201 of the Federal Power Act, which was 
read twice by title and referred to the Inter- 
state Commerce Committee. 

Senator Johnson, by unanimous consent, had 
printed in the Record a statement “describing 
the amendment to the law,” as he said, and 
“setting forth the necessity for such legisla- 
tion.” Reciting that at its fifty-fifth annual 
meeting on September 16, 1943, the National 
Association of Railroad and Utilities Commis- 
sioners, by resolution, declared in favor of the 
enactment into law of a bill to amend the 
Federal Power Act, a copy of which was at- 
tached to this memorandum, the statement 
printed went on to say: 

“The purpose of the bill is to amend the 
Federal Power Act in such manner that a 
clear line of demarcation shall be established 
between electric utilities which Congress has 
designed to subject to the jurisdiction of the 
Federal Power Commission, in the respects 
provided by the act, and those which it has 
intended to leave subject to the exclusive ju- 
risdiction of the respective state regulatory 
commissions.” 

Quoting from the Federal Power Act and 
from the reports of Senate and House commit- 
tees of the 74th Congress at the time of its en- 
actment, the statement contends that the prime 
purpose of the act was to supplement state 
regulation by supplying Federal regulation 
with respect to those wholesale transactions 
which the Supreme Court had held to be be- 
yond the reach of the states. 

Senator Johnson’s statement said it was not 
intended by the bill to affect in any way the 
jurisdiction of the FPC to regulate actual 
sales at wholesale in interstate commerce, 
wherever such sales may be made, or the ju- 
risdiction of such commission to regulate the 
charges for the transmission of electric en- 
ergy in interstate commerce. The bill pro- 
vides only that the exchange of energy, when 
settlement for any variation in delivery is made 
upon the basis of the cost of production, or 
of purchase, to the company receiving payment, 
shall not be held to be a transmission or sale 
subject to regulation under the act. 

The bill also would change the definition of 
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“public utility,” in § 201(e), so as to bring 
within the definition only those companies en- 
gaged in one or both of the activities which it 
was the purpose of the statute to bring under 
Federal regulation. It would make the juris- 
diction of the commission over a company 
“depend upon what the company does, rather 
than upon the ownership of property.” 


Application Withdrawn 


HE Federal Power Commission has per- 

mitted the Tennessee Gas & Transmission 
Company, Houston, Texas, to withdraw, with- 
out prejudice, its application for authorization 
to construct and operate about 65 miles of ad- 
ditional pipe line in Texas. The company stated 
that it had been unable to obtain firm contracts 
with producers to obtain additional supplies of 
gas, and therefore could not proceed with the 
application at this time. 

The hearing, previously set for February 
8th, in Washington, D. C., was canceled by 
the commission’s order, and the proceedings 
terminated. 


WPB Gives Top Priority 


Ar pipe-line project to increase de- 
liveries of natural gas from Oklahoma 
and Texas into the Ohio area by 50,000,000 
cubic feet daily has received a top War Pro- 
duction Board priority rating. The project 
is scheduled for completion by November Ist. 

It involves increasing the capacity of one 
of the two Panhandle Eastern pipe lines be- 
tween the Hugoton gas field and the Ohio Fuel 
Gas Company, from 500 pounds’ pressure to 
600 pounds’ pressure by installing additional 
compressors. Also involved is construction 
of about 32 miles of 24-inch pipe line on the 
eastern end of the line to permit delivery of 
the additional gas into the Ohio Fuel system 
near Muncie, Indiana, and Maumee, Ohio. 

Edward Falck, director of WPB’s Office of 
War Utilities, described the project as “abso- 
lutely essential” in order to prevent interrup- 
tion to war production next winter. 


Would Tax Interest on Bonds 


NTEREST on new issues of revenue bonds of- 
fered by states and their political subdivi- 
sions to finance public ownership of utilities 
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would be subject to Federal income taxes un- 
der a bill introduced into the House of Repre- 
sentatives recently by Representative Carlson, 
Republican of Kansas. 

Mr. Carlson, a member of the tax-writing 
Ways and Means Committee, said his proposal 
was designed to stop what he called a “tax 
evasion racket” growing out of the sale of 
utilities to government bodies. He explained 
that as long as these utilities are privately 
owned, interest received by their bondholders 
is subject to Federal income taxes, but that 
once the utilities are transferred to a govern- 
ment agency, the interest becomes tax exempt. 

As a result, Mr. Carlson said, there are in- 
stances of utilities being transferred to public 
ownership just to gain this tax advantage. In 
these instances, he maintained, the acquiring 
public agency usually issued revenue bonds to 
finance the transaction. “Theoretically, and per- 
haps in fact, the title to the properties rests in 
the municipality or other public bodies after 
such sales; but municipalities or other public 
bodies do not in fact control the business so 
— as the revenue bonds are outstanding,” he 
said. 

Mr. Carlson said the bill would not affect 
the issuance of bona fide state and municipal 
bonds. “It would correct a situation that I be- 
lieve is inequitable and unfair to our tax- 
payers.” 

The bill would apply only to interest from 
such bonds issued on or after January Ist of 
this year. 


Natural Gas Cut Ordered 


wien conditions and rail traffic snarls, 
cutting into industry through coal short- 
ages, combined early last month to cool gas- 
fired war furnaces and force drastic curtail- 
ment of the use of that fuel. 

The War Production Board ordered the use 
of natural “mixed” gas cut off completely in 
amusement places in seven states and Washing- 
ton, D. C., at 7 p. M. (Eastern war time) on 
February 2nd. It accompanied the order with 
a plea to householders, schools, and institu- 
tions to conserve fuel. The order was effective 
until 7 Pp. M. February 5th, or “until further 
notice.” 

The WPB subsequently declared that there 
was “no confusion in the issuance of orders” 
in connection with thé shutting off of gas de- 
liveries to war plants in “Detroit. Edward 
Falck, director of the Office of War Utilities, 
said he directed the Panhandle Eastern Com- 
pany, which serves Indiana, Illinois, and Michi- 
gan, to divert gas made available as the re- 
sult of curtailed deliveries in its supply re- 
gion to the Columbia and the Consolidated Gas 
systems. 

In a report to J. A. Krug, WPB chairman, 
Falck said he issued the order on February 
lst. Panhandle Eastern, in turn, he said, di- 
rected the Michigan Consolidated Gas Com- 
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pany, which supplies Detroit, to curtail deliy. 
eries, including those to war producers, in or. 
der that the gas might be diverted to prevent 
collapse of the Appalachian system. 


FPC Approves Proposals 


T= Federal Power Commission recently 
approved proposals by California Electric 
Power Company, Riverside, California, to 
make accounting adjustments involving the 
elimination of $12,045,338 from its electric 
plant accounts. The commission has granted 
the company until March 31, 1945, to file its 
studies with respect to an additional amount of 
$622,473 now remaining in Account 1006, 
Electric Plant in Process of Reclassification. 
The elimination of the $12,045,338 will be ef- 
fected principally by immediate charges to 
capital surplus. 

The original cost of California Electric’s 
electric plant as of January 1, 1937, the effec- 
tive date of the commission’s Uniform System 
of Accounts, was $29,751,499. Thus the elimina- 
tion of $12,045,338 from its electric plant ac- 
counts indicates that the company was pre- 
viously carrying these accounts at figures to- 
taling about 40 per cent in excess of the origi- 
nal cost of its electric properties. 

The California Railroad Commission, Ne- 
vada Public Service Commission, and the Ari- 
zona Corporation Commission have indicated 
their approval of the company’s proposed plan 
of disposition. 


Argentina Advised to Disband 
Utility 
bene we of virtually all the Argentine 
subsidiaries of the American & Foreign 
Power Comany was recommended last month 
in a report of a commission investigating utility 
company concessions in Argentina. 

The recommendation, which was aimed at 
eventual nationalization of the American- 
owned companies, would strike at the second 
largest American financial interest in Argen- 
tina. 

Five power distribution companies con- 
trolled by the American group are included in 
the commission’s recommendation. They are 
the North Argentine, South Argentine, East 
Argentine, Central Argentine, and Andes Elec- 
tric companies. Two other subsidiaries of 
American & Foreign Power, the Tucuman 
Tramway and Tucuman Hydroelectric com- 
panies, previously were expropriated by pro- 
vincial authorities and the amount of compen- 
sation paid is now being contested in the 
courts. 

The investigating commission charged the 
American & Foreign Power companies with 
various violations of Argentine commercial 
law, accused them of monopolistic practices, 
and declared their international organization 
enabled them to elude the surveillance of the 
Argentine government. 
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Alabama 


Wholesale Contract Rates Cut 


TS state public service commission last 
month announced a reduction in wholesale 
gectric rate contracts under which it said 10 
Alabama rural electrification projects will save 
from 12 to 20 per cent in purchase of power 
from the Alabama Power Company. 

The commission, in an announcement by 
President Gordon Persons and Commissioner 
Clint Harrison, said the cooperatives operate 
their own electric systems but purchase the 
power with which to run them. They are: 

Black Warrior Electric Membership Cor- 


poration, Demopolis; Central Alabama Elec- 
tric Codperative, Prattville; Clarke Washing- 
ton Electric Codperative, Jackson; Coosa Val- 
ley Electric Codperative, Talladega; Dixie 
Electric Codperative, Union Springs; Pea 
River Electric Codperative, Clayton; Pioneer 
Electric Codperative, Greenville; Southern 
Pine Electric Codperative, Brewton; Talla- 
poosa River Electric Codperative, LaFayette; 
and Wiregrass Electric Codperative, Hartford. 

Persons explained that the REA projects buy 
electricity from the power company as do 
municipalities, for which rates were reduced 
several months ago. 


Arkansas 


To Hold Rate Hearing 


EHEARING of the United States Army and 
R Navy complaint against the Arkansas Mis- 
souri Power Company rates at the Blythe- 
ville and Walnut Ridge airfields was set for 
March 27th by Charles C. Wine, chairman of 
the state utilities commission, recently. 

Rehearing was necessitated by Mr. Wine’s 
appointment to replace Joseph Morrison, a 
member of the commission when the original 
hearing was held in December. Briefs were 
not filled when Mr. Morrison’s term expired 
January ist and the new chairman declined to 
pass on the case because he had not heard the 
original testimony. Marvin Hathcoat, former 
chairman, and A. B. Hill have been unable to 
agree, 


State to Aid in Federal Suit 


fas state utilities commission announced 
recently it would participate in the Arkan- 
sas Power & Light Company’s suit to deter- 
mine whether the company should be regu- 
lated by the Federal Power Commission or 
the Arkansas Department of Public Utilities 
and would seek a judgment against the FPC. 
The suit was filed in the United States Dis- 
trict Court for the District of Columbia after 
the FPC announced it would conduct a hear- 
ing in Washington February 20th to make the 


AP&L show cause why it should not use the 
“original cost” theory of accounting in estab- 
lishing a rate base. The hearing date was sub- 
sequently postponed to May 22nd. 

R. B. McCulloch, Forrest City lawyer who 
represented the state commission in its AP&L 
rate hearing, has been empioyed as a special 
counsel to represent Arkansas in the case. 

Commission Chairman Charles C. Wine said 
he had been notified by the National Associa- 
tion of Railroad and Utilities Commissioners 
that it will “be glad to lend the state any as- 
sistance possible.” 


Bill to Merge Commissions 


HE last reorganization bill, the one merging 
the state corporation and utilities commis- 
sions into the public service commission, 
cleared the state legislature recently with house 
passage, 90 to 1 
Supplemental appropriation bills for the 
merged departments are set up for operations 
between February Ist and July Ist and pre- 
sumably Governor Laney had planned to have 
the new departments in operation by Febru- 
ary Ist. Representative Ragon of Sebastion 
county attempted to remove the emergency 
clause from the public service commission bill 
in the house to allow time for passage of the 
appropriation bill but the house rejected the 
move by voice vote. 


California 


Seek Power Permit 


Mx to forestall the United States Bu- 
reau of Reclamation, which already has 
authorization for construction of a power, 
flood-control, and irrigation project at Pine 
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Flat, the Kings River Water Users Associa- 
tion, composed of the 19 irrigation districts 
taking water from the Kings river, recently 
filed with the Federal Power Commission a 
petition for a license to develop a hydroelec- 
tric project on the river. 
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The water users vigorously oppose the bu- 
reau plan, favoring a counterproposal by the 
Army Engineers. 

The filing seeks the right for the ultimate 
development of a $34,000,000 project, of which 
the $19,000,000 Pine Flat dam would be a part. 
The three dams contemplated at Pine Flat on 
the north fork of the stream and in the main 


channel above Pine Flat, and appurtenay 
works, would develop 115,000 horsepower, 

Philip Conley, attorney for the users, said 
the division of costs would be computed onc 
the permit is granted and that speedy action 
is sought to tie up available power sites which 
would be used in conjunction with the dam 
site at Pine Flat. 


Colorado 


Gigantic Dams Planned 


VENTUAL “complete development of all pos- 

sible uses” of the Colorado river and its 
tributary, the Green river, by means of a series 
of vast lakes—each with its own hydroelectric 
power plant, and some with gigantic pumping 
plants to lift irrigation water to high lands bor- 
dering the rivers—was described as one of 
America’s postwar projects by Walker R. 
Young, chief engineer of the Federal Bureau 
of Reclamation, in a talk before the annual 
convention of the Colorado Society of Engi- 
neers in Denver last month. 

Dams that will dwarf the present Boulder 
dam; hydroelectric power plants so huge and 
so important to industry that to protect them 
from the possibility of enemy bombing in fu- 
ture wars, they will be located far down in the 


interior of the dams themselves; power to de- 
velop undreamed-of natural mineral wealth; 
the creation of new scenic features of such 
imposing grandeur that observaticn platforms 
twice as high as the Empire State building 
will be built on cliffs overlooking the new 
lakes, also were envisioned in Young’s talk, 

“The primary consideration in postwar rec- 
lamation development,” Young said, “is that 
of complete development of our western 
streams—for the fullest service of all proper 
uses. 

“These include municipal and domestic 
water supply, irrigation, navigation, power gen- 
eration, silt storage, provision for fish and wild. 
life and recreation, preservation of a residual 
flow sufficient to take care of sanitation and 
channel maintenance, and the control of 
floods.” 


District of Columbia 


PEPCO Hearings Postponed 


EARINGS on new rate schedules, submitted 

by the Potomac Electric Power Com- 
pany to comply with the District of Colum- 
bia Public Utilities Commission order that 
1944 revenues be reduced by more than $1,000,- 
000, were postponed on February 6th at the 
request of the Justice Department. 

Marvin Taylor, Justice Department attor- 
ney, sought postponement for sixty days, stat- 
ing that his department and the Federal Works 
Agency would require time to consider the 
company’s rate-reducing plan. 

Even if the commission had completed hear- 
ings and approved the new schedules, the re- 
ductions would be stayed until the company 
has completed its attempts for a court reversal 
of the reduction order. Although a district 
court decision recently upheld the commission 


decision, PEPCO is seeking action in the court 
of appeals. 

As outlined last month, the company’s new 
schedule would reduce electric rates to resi- 
dential consumers by a total of $214,410, Har- 
old A. Brooks, PEPCO vice president and 
commercial manager, told the commission. A 
typical householder, using 150 kilowatt hours 
of current a month, would save about 9 cents 
each month, it was estimated. 

Total savings to commercial, industrial, and 
electric utilities would amount to $823,789. 

Arthur J. Swanick, attorney for the Treas- 
ury Department’s procurement division, point- 
ed out that the Navy Yard and Government 
Printing Office must spend an additional $35,- 
000 a year for power under the company plan. 

Reduced electric rates allowed commercial 
consumers making “off peak” demands also are 
eliminated under the new proposal. 


Georgia 
possible for Georgia cities and counties to 
enter the electric power and gas business by 


issuance of revenue certificates—providing it 
is approved by the local people. 


Cities May Enter Power Business 


HE state house of representatives last 
month voted to make it constitutionally 
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The provision was passed by a loud voice 
vote, after the referendum feature was added. 
The house voted down four other amend- 
ments on the subject, one of which would have 
required approval of two-thirds of local vot- 


efs. 
Another would have added _ telephones, 
radios, television, bus lines, and street rail- 
ways, in addition to gas and electric systems, 


to the list of items for which a city or county 
could issue revenue certificates. 

Another amendment wouid have subjected 
municipally operated gas and electric plants to 
supervision by the state public service commis- 
sion. Still another would have prevented 
granting of franchises to corporations that 
would exclude competition from cities or 
counties. 


Illinois 


Urges Private Funded System 


oveRNOR Green wants a modernized local 
transportation system for the Chicago 
area to be privately financed and operated, it 
was learned recently. Mayor Kelly, in his talk 
with the governor at Springfield early last 
month, expressed his opinion that the job could 
be done only through municipal ownership. 
Both leaders are having experts prepare data 
to support their positions, but the date for 
their next meeting had not been fixed. Gover- 
nor Green thinks there are no insuperable ob- 
stacles to solving Chicago’s ancient traction 
problems. The governor believes private capital 
not only is available for modernized transit 
service, but can be induced to invest in the 
right kind of program. In the postwar era, in- 
dustry generally will be overbuilt, offering few 
opportunities for new capital, he predicted. He 
thinks that if transit securities could be given 
adegree of tax exemption it would be sure to 
make them attractive to investors. 
The governor stands for a metropolitan 


transit system rather than one limited to Chi- 
cago, it was reported. 

Federal Judge Michael L. Igoe by-passed ex- 
isting plans for municipal ownership of Chi- 
cago’s traction properties by later referring the 
private reorganization plan for the Chicago 
Surface Lines and the Chicago Rapid Transit 
Company to the state commerce commission 
and the Securitieseand Exchange Commission 
for approval. 

Under § 178 of the Bankruptcy Act, the 
state commerce commission will have thirty 
days to act on the plan, while Judge Igoe gave 
the SEC ninety days in which to report its 
findings. Accordingly, he set March 16th as 
the next hearing date for the plan in Federal 
court, besides setting February 23rd as an in- 
terim hearing date at which time additional 
facts were to be presented on the city’s plans. 

Judge Igoe stated it is obvious that the prob- 
lems involved in the acquisition of these prop- 
erties by the city would be greatly simplified, 
if the ownership of the properties is unified as 
provided in the ordinance. 


lowa 


Gas Refund Halted 


Ales U. S. Supreme Court decision on 
February 12th halted the $25,708 refund 
to gas consumers in four Iowa communities, 
but left them opportunity to sue for it in state 
courts. The ruling was protested by Justice 
Hugo L. Black as defeating the purpose of 
Congress in passing the Natural Gas Act “to 
protect ultimate consumers of gas from ex- 
cessive prices.” 

The court set aside an order of the Seventh 
United States Circuit Court which had di- 
rected that the money should go to the city 
treasurers of Muscatine, Greenfield, Knox- 
ville, and Pella, Iowa. It had rejected claims 
of Central States Electric Company to the 
fund, but left it free to seek adjustment with 
the cities. Central appealed. 

The court lacked jurisdiction to settle the 
question of consumers’ rights, the majority 
opinion said. It directed that the money 
paid to Central unless other claimants bring 
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suit in the proper court within a reasonable 
time. The sum accumulated during litigation 
over an order directing a reduction in whole- 
sale rates by Natural Gas Pipeline Company, 
which served Central. The order was made 
final after three years in court. 

Justice Black, with Justices Frank Murphy 
and Wiley B. Rutledge concurring, noted that 
during the three years the Iowa consumers 
were deprived of the right to get a rate cut 
through their local regulatory agencies be- 
cause the Federal order was stayed during 
that period. 

The majority opinion, written by Justice 
Owen J. Roberts, with Justices Stanley F. 
Reed, Felix Frankfurter, Harlan F. Stone, and 
Robert H. Jackson concurring, agreed that the 
Natural Gas Act is intended to protect the 
ultimate consumer. However, it was left to 
the states to regulate intrastate distribution 
and sale, it was pointed out. 

Justice William O. Douglas wrote a separate 
dissenting opinion. 
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Michigan 


Tax Held Unconstitutional 


"pean Judge Joseph A. Moynihan on Feb- 
ruary 6th ruled unconstitutional a Detroit 
city ordinance intended to authorize collection 
of an excise tax from the Detroit Edison Com- 
pany and the Michigan Consolidated Gas Com- 
pany. 


He restrained the city from attempting to 
collect the tax. 

Pending court rulings on the ordinance, the 
city had made no attempt to collect the tax. 
It was set at 20 per cent of gross revenue, but 
was limited to the maximum that the com. 
pany would have to pay in Federal excess 
profits taxes. 


Missouri 


Bond Issue Upheld 


HE Missouri Supreme Court last month 

upheld the right of Springfield to finance 
municipal ownership of gas, electric, and trans- 
portation utilities through the issuance of $6,- 
750,000 of revenue bonds. 

Four taxpayers had challenged the legality 
of the bond issue. The way is now paved for 
the Federal Light & Traction subsidiary of 
Cities Service Power & Light, and parent of 
Springfield Gas & Electric, to go ahead with 
the sale. The net returns to Federal for its 
equity in Springfield will be about $1,337,000. 


Bill for State Study of TVA and 
MVA Offered 


AN extensive survey of the benefits of the 


Tennessee Valley Authority with a view 
to the establishment of a Missouri state policy 


in connection with the Missouri river flood- 
control program was proposed in a bill intro- 
duced into the state legisiature recently by 
Senator Claude B. Ricketts of St. Louis, 

Ricketts, whose general plan has the approv- 
al of Governor Donnelly and is in line with 
the governor’s suggestion in his inaugural ad- 
dress that the legisiature make a study of 
flood control, would have the legislature create 
a commission of seven authorized to employ 
technical experts. 

Upon completion of its work, not later than 
March 31, 1946, the commission would recom- 
mend to the governor for his transmission to 
the legislature, a policy to guide the state in 
its participation in the Federal program, with 
a ing reference to the proposed Missouri 

alley Authority. 

Ricketts said that he envisioned benefits al- 
most beyond the imagination which could come 
to Missouri through the intelligent working 
out of flood control. 


- 
Nebraska 


Power Measures Introduced 


—s Lester H. Anderson recently intro- 
duced a bill calling for the formation of 
a Nebraska state power commission. Anderson 
said the biggest field of pioneering right now 
is power, “‘yet no one can tell you what power 


is all about. Each power district tells you a 
different story.” 

The commission would not jeopardize any 
power company; it would unify and develop 
them. The bill provides a-board of five mem- 
bers to be appointed by the governor which 
would have control over ail power districts, 
power and irrigation districts, and power com- 
panies, whether publicly or privately owned, 
which are engaged in the production of elec- 
tric energy by hydroelectric, steam, or Diesel 
engine plants, and are engaged in the saie or 
distribution, or both, of electric energy. 

All companies would be required to file re- 
ports with the commission and would be re- 
quired to file notice of financing plans. Public 
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power districts would be required to file no- 
tice of plans to purchase private companies. 

The commission would have power to inves- 
tigate the affairs of any company or district 
and when interested persons complain about 
rates the commission is to hold public hear- 
ings and make findings as to the reasonable- 
ness of rates charged. 

Senator C. Petrus Peterson introduced a 
bill which would disqualify the directors of 
the Omaha Electric Committee, Inc., and make 
them ineligible to fill the position of direc- 
tors in a pubiic power district. Another bill 
provided that the Metropolitan Utilities Dis- 
trict of Omaha shall be named the agency to 
be vested with the power of condemning the 
property of the Nebraska Power Company, 
recently sold to the electric committee. 

A third measure introduced by Senator Pet- 
erson would give the Metropolitan Utilities 
District the powers of a public power dis- 
trict with the right to negotiate a purchase 
price and to issue revenue bonds. 
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New Jersey 


WLB Opposes Wage Increase 


3-member panel of the National War 
A isbor Board on February 12th recom- 
mended that demands for a 10-cent hourly 
wage increase for employees of the Public 
Service Coordinated Transport and a sub- 
sidiary, Public Service Interstate Transporta- 
tin Company, be denied. The bus operators 
now receive a basic hourly rate of 90 cents. 
The two lines, employing 3,656 operators 


New 


Attacks Splitting of Seaway Plan 


 § New York State Power Authority, in 
its annual report made on February 3rd, 
assaiied proposals that the St. Lawrence river 
project should be undertaken on the part of 
New York state, for the production of water 
power alone. The authority recommended de- 
velopment of the project for the joint pro- 
duction of power and navigation. 

Undertaking the project for power alone 
would result in proportionately greater cost, 
ranging from $50,000,000 to $75,000,000, the 
authority reported. Preliminary surveys and 
plans, completed by the Federal government 
at a cost of $1,350,000, had been drawn with 
a dual development in mind, and “to start 
afresh on new plans to develop the river solely 
for power purposes would tend to delay and 
obstruct the improvement,” the report stated. 

Even if a switch in plans were economic, 
the authority held that it would be impossible 
to have a power development without accom- 
panying development of navigation facilities 
in some degree. 

The choice of what plan to pursue, the re- 
port stated, was between “a dual-purpose 
power and navigation development with 14- 
foot navigation facilities” or “a dual-purpose 
power and navigation development with navi- 
gation facilities improved to a minimum depth 
of 27 feet as provided in the pending United 
States-Canadian agreement of 1941.” 

The report backed the position taken by Gov- 
enor Dewey in his annual message to the leg- 
islature, in which he called for dual develop- 
ment by the state in codperation with the Do- 
minion of Canada on a self-liquidating basis 
‘if the Federal administration is unable or 
unwilling to proceed.” 


Bill Asks Fare Rise 


T= fight to end the 5-cent fare on the New 
York city subways, a perennial proposal 
before the state legislature, came to the fore 
again recently with introduction of a bill to 
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and 1,802 men in nonoperating departments, 
operate in 11 counties in New Jersey, and be- 
tween New York and Philadelphia to points in 
New Jersey. The employees are represented by 
an American Federation of Labor affiliate. 
The panel recommended that the WLB grant 
time and a half to operators after eight and a 
half hours’ work, or after completion of their 
regular runs, whichever is shorter; asked the 
granting of six paid holidays; and recom- 
mended against increasing vacation periods. 


York 


create a city transit authority with power to 
charge a fare adequate to put the system on a 
self-sustaining basis, provide improved and 
safer service, and allow for modernization of 
the older lines. 

The bill, offered by Senator Richard P. 
Byrne, Democrat of Syracuse, and Assembly- 
man D. Mallory Stephens, Republican of 
Brewster, was reported to have been drafted 
by the Citizens Transit Committee. Paul Win- 
dels, chairman of the transit committee, issued 
a statement supporting it, even before intro- 
duction. He declared that it represented “the 
first step” in a program of gradually extri- 
cating the operation of the publicly owned 
transportation system of New York city from 
political control and establishing it on a sound 
nonpolitical basis. Without such immediate 
remedial action, he said, the city faced an an- 
nual operating deficit on the system of $65,- 
000,000 to $70,000,000 within two years after 
the war. 

He also asked the legislature to order an 
‘immediate investigation by the public service 
commission” and “an early, frank, and public 
report concerning the physical and financial 
condition of the subways and the public health 
and safety factors involved in the service now 
provided.” 

He asserted that such an investigation was 
necessary because the public no longer had the 
protection of state supervision and inspection 
of the subways, a function which was dropped 
when the city took over the consolidated sys- 
tem in 1940. 

The Byrne-Stephens bill would set up a 3- 
man authority, the members to be appointed 
by the mayor for 6-year rotating terms, to re- 
place the board of transportation in running 
the city transit system. The authority would 
have broad powers for extension, moderniza- 
tion, and general improvement of the transit 
system. 

To achieve the over-all improvement of the 
system, the bill specifically grants to the au- 
thority power to increase the fare up to 10 
cents. 
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Ohio 


Cannot Draw Up Union Pacts 


OMMON Pleas Judge Alva R. Corlett has 
ruled that the Cleveland Transit Board, a 
3-man commission created by the city govern- 
ment to operate municipal transportation, can- 
not legally enter into a labor agreement or 
contract with any union. 

The decision was handed down on February 
6th in a case involving the transit board and 
four American Federation of Labor unions, 
headed by the Amalgamated Association of 
Street, Electric, and Motor Coach Employees. 

The transit board had sought a declaratory 
judgment against the streetcar men’s union, 
which had demanded a renewal of a contract 
to replace one originally negotiated with the 
Cleveland Railway Company, a private con- 
cern which sold the transportation facilities to 
the city in April, 1942. 

The three other AFL unions intervened in 
the suit after a series of jurisdictional disputes 
in car shops of the transit system. The 
unions are the Electrical Workers, the Ma- 
chinists, and the Municipal Foremen and La- 
borers. 

Judge Corlett’s decision, covering months of 
study of employee relationships, also held that 
even if a contract or agreement were entered 


into by the transit board, the board would ha 
no authority to recognize any one union ; 
exclusive bargaining agent or entertain ; 
agreement that would provide for compul 
sory arbitration. 


New PUC Chairman Named 


ney and former member of the state 
house of representatives, recently was ap 
pointed to the Ohio Public Utilities Commis 
sion and designated as its chairman, 

Governor Frank J. Lausche, in announcing 
the appointment, said: “I am satisfied fron 
his past experience that he is in a position t 
be impartial to the utility companies, the goy. 
ernmental units, and to the consumers.” 

Mason took office February Ist, succeeding 
George C. McConnaughey of Cleveland, 

The appointment is for a 6-year term and the 
salary is $6,000 a year. 

Appointment of Eugene Nolan of Paines 
ville as secretary of the state public utilities 
commission was announced on February 8th 
by Commerce Director James W. Huffman, 

The position pays $4,200 a year. 

Nolan has been attorney-examiner with thé 
commission eight years. 


Oregon 


lations with a low step of 8 cents per kilowatt 
hour also was announced. 


Firm Lowers Rate 


SUBSTANTIAL rate reduction, with $244,- 
700 applicable to the Oregon part of the 
system, was filed in the offices of the public 
utilities commission at Salem recently by the 
California-Oregon Power Company. The re- 
duction became operative February lst. 
The entire reduction aggregated $325,000. 
The top step for service was reduced from 44 
cents per kilowatt hour to 34 cents per kilowatt 
hour. In Lakeview area formerly served by 
California Public Service Company and ac- 
quired by the California-Oregon Power Com- 
pany in December, 1944, the new filing reduced 
the top step of the residential schedule from 
8 cents to 34 cents per kilowatt hour. 
Provision for service to space-heating instal- 


Utility Tax Proposed 


A cmceat power systems would be taxed 
9 per cent of their gross revenues by a 
bill introduced in the house recently by Repre- 
oaeee W. W. Balderee, Josephine Repub- 
ican. 

The tax would be divided equally among 
county, city, and school districts. Municipal 
systems now pay 3 per cent of their revenues 
to their city governments. : 

A similar measure was introduced in 194 
by the Lane county delegation, but was killed 
after opposition from the Eugene municipal 
system and people’s utility districts. 


Pennsylvania 


Gas Rate Increase Delayed 


iar re for six months of the proposed 
Equitable Gas Company rate increase and 
intervention in the case by the Office of Price 
Administration were announced on February 
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7th by the state public utility commission. 
The Equitable Company had planned to put 
the new rates in effect on February 10th. _ 
The commission announced an investigation 
of the Equitable Company’s proposed rates and 
stipulated that it may consider the imposition 
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§ temporary rates, pending a final decision. 
e company serves customers in Allegheny, 
‘shington, Westmoreland, Armstrong, and 
rene counties. 

The proposed rate increase was objected to 
w the cities of Pittsburgh and McKeesport, 
Braddock borough, and Allegheny county. 
Filed December 11th, it followed similar rate 
creases by the Peoples Natural Gas Com- 
any and Manufacturers Light & Heat Com- 
any, approved by the commission. 


Refuses to Ban Increase 


HE state public utility commission recently 
announced it had refused to suspend a 


proposed increase in the temporary industrial 
rates of Peoples Natural Gas Company, Pitts- 
burgh, as requested by the Office of Price Ad- 
ministration. 

Commissioner Thomas C. Buchanan voted 
te refuse the increase, effective February Ist. 

The commission said the temporary rates, 
under which 168 industrial consumers were 
taking service, were considerably lower than 
the permanent rates established, and that the 
increase would not lift the rates above the 
permanent figure. 

The company serves customers in Allegheny, 
Armstrong, Beaver, Butler, Blair, Cambria, 
Clarion, Fayette, Greene, Indiana, Lawrence, 
Washington, and Westmoreland counties. 


Tennessee 


Seek City Bus Control Repeal 


URISDICTION over local passenger transpor- 
tation companies would be restored to the 


be widespread in Knoxville and other thickly 


populated sections of eastern Tennessee. 
Two years ago the Shelby county delega- 
tion sponsored the bill which Davidson is now 
seeking to repeal—an act giving municipalities 
jurisdiction over street railways and bus lines 
10 miles beyond the limits of each corporation. 
The Davidson delegation introduced the re- 
pealer in both houses on February 2nd. 


Texas 


Rein on Utilities Proposed 


“Nowe to confine gas and utility majority 
stock ownership to bona fide residents of 
Texas was offered last month by Representa- 
tive Marvin Simpson, Jr., of Fort W: 

The emergency clause declared that owner- 
ship of gas and electric utilities of the state 
vitally affects the natural resources of the 
sate, Simpson’s bill included the following 
provisions : 

“All gas and electric utility corporations 
shall be controlled and managed by a board of 


directors who shall be stockholders of such 
corporations and a majority of whom shall 
be bona fide resident citizens of the state of 
Texas. That all meetings of the board of di- 
rectors which affect or may affect the corpora- 
tions’ property, employees, or business trans- 
acted in Texas shall be kept without the limits 
of the state of Texas at the expense of, or 
chargeable against the income of, the corpora- 
tions’ properties, holdings, or business done 
within the state of Texas.” 

The legislator said he would introduce a 
bill affecting utility holding companies. 


Wisconsin 


Commission Member Named 


ae BrYAN, examiner on the state pub- 
lic service commission staff, was named a 


N announcing the appointment, Governor 
Goodland declared Bryan “brings to the com- 
Mission a rich background of experience in 
utility rezulatory matters that will serve the 
people of Wisconsin well.” 
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Bryan was chosen from a large number of 
candidates because of his “excellent record 
as a member of the commission staff as ex- 
aminer,” Goodland said. 

Bryan, a native of Washington, D. C., re- 
ceived his bachelor’s and master’s degrees 
from Leland Stanford University and took 
graduate work at the University of Wiscon- 
sin. 

He joined state service in 1912 as a member 
of Pa old Wisconsin Railroad Commission 
staff. 
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The Latest 
Utility Rulings . 


City’s Acquisition of New Generating Unit 9 
When Wholesale Supply Available 


5 xgiewecsns was granted by the Wis- 


consin commission for installation 


taine 
tion, 
uidat 
one 


both as to local energy requirements and 
general market conditions. 


by the Hartford municipal utility of a 
2,500-kilowatt steam turbine electric 
generating unit with associated equip- 
ment, although the commission was seri- 
ously concerned as to whether the city 
had given sufficient consideration to pres- 
ent conditions. 

The public service commission men- 
tioned the necessity for maximum war 
production, difficulty of obtaining labor, 
possibility of obtaining lower grade 
equipment than is produced normally, 
and the unsettled prices of equipment. It 
was said: 

The commission believes that under pre- 
vailing conditions existing faciiities should 
be utilized to the ultimate, even to the extent 
of using generating facilities of other utili- 
ties which are available. In other words, the 
commission feels that the Hartford utility 
should give more serious consideration to 
the purchase of its added requirements, at 
lease until conditions are more stabilized, 







Within the realm of reasonableness set 
up by the statute, the commission con- 
tinued, the city should have a choice of 


whether it wishes to generate or purchase 


energy wholesale. The commission, how- 
ever, should see that the ratepayer does 
not pay more than he would pay if the 
cheapest source consistent with good 
service is chosen. This means that if the 
city generates, the rate of return must be 
adjusted from time to time in order that 
the ratepayers are not adversely affected, 

The commission, in granting authority, 
imposed conditions that the applicant file 
a statement of cost, that construction 
must begin within six months, and that 
in the future fixation of rates the cost of 
energy shall be considered as no more 
than the cost of such energy from alter- 
native available sources. Re City of Hart- 
ford (CA-2129). 


e 


Denial of Liquidation Preferences in Dissolution 


Under Holding Company Act 


yee under § 11(e) of the Holding 
Company Act, according to a rul- 
ing of the United States Supreme Court, 
may be “fair and equitable” to preferred 
stockholders, within the meaning of those 
words as used in that section, which al- 
lows participation by common stockhold- 
ers in the distribution of assets of a hold- 
ing company which is liquidated in com- 
pliance with § 11(b) (2), although pre- 
ferred stockholders do not receive se- 
curities whose present value equals the 
preferred’s full liquidation preferences. 
The Supreme Court upheld a decision of 
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the Securities and Exchange Commis- 
sion [49 PUR(NS) 8] which was ap- 
proved by the district court [51 PUR 
(NS) 235] and upheld by the circuit 
court of appeals [53 PUR(NS) 129]. 
The United Light & Power Con- 
pany, a registered holding company, was 
required to liquidate on the ground that 
its existence violated the “great-grand- 
father” clause of § 11(b) (2). The com- 
pany is solvent. It has outstanding class 
A preferred stock, class A common, and 
class Bcommon. If the liquidation pref- 
erence of preferred stock were applicable 
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ynder the commission’s conclusions on 
present valuation, all the stock of a sub- 
jdiary would go to preferred stockhold- 
ers of the holding company. The com- 
mission determined that the liquidation 
preference was not applicable. 

Satisfaction of the Holding Company 
Act requirements might have been ob- 
tained by an order for merger, consolida- 
tion, or recapitalization instead of liq- 
tidation. Selection by the commission of 
one method of system adjustment rather 
than another, said the Supreme court, 
was an incident which ought not to affect 
rights. Future earnings as a going con- 
cern indicated some value for common 
stock. 

The rules giving full priority in bank- 
ruptcy or equity reorganizations were 
held not to apply. The purpose of the 
Holding Company Act, it was pointed 
out, was not to destroy legitimate busi- 
ness but to prevent undue losses to se- 
curity holders. A charter preference was 
said to be inoperative, in simplification 


under § 11(b)(2), where the charter 
provision had been adopted several years 
prior to enactment of the Holding Com- 
pany Act and this was not an anticipated 
“liquidation” within the meaning of the 
charter. 

Enforcement of an overriding pub- 
lic policy, said the court, should not 
have its effect visited on one class, with a 
corresponding windfall to another class 
of security holders. 

In a dissenting opinion by Mr. Chief 
Justice Stone, joined by Justices Roberts 
and Frankfurter, this conclusion was at- 
tacked, and it was said: 


To conclude that the present stipulation 
for priority upon involuntary liquidation 
did not envisage a liquidation such as this 
one seems like saying that an insurance 
policy payable on the death of the insured 
creates no obligation if the insured dies 
from a disease which was unknown when 
the policy was written. 


Otis & Co. v. Securities and Exchange 
Commission et al. 


e 


Rate Stabilization Act Not Construed As 
General Freeze Order 


UTHORITY was granted by the South 

Dakota commission for an increase 

in telephone rates upon a showing of ne- 

cessity, although the representative of the 

Office of Price Administration made 
these objections : 


(1) That any increase in rates, however 
small, tends to increase the cost of living 
and to some extent interferes with our eco- 
nomic stabilization program; and (2) that 
the increases proposed are too great in any 
case and will yield an unreasonable return. 


Obviously any increase in rates would 
tend toward inflation to some extent. 
However, said the commission, it was 
evidently not the intent of the adminis- 
tration to stop any and all inflationary 
tendencies which could have been accom- 
plished by a general freeze order on all 
Prices, labor as well as commodities and 
services. This was not done. Another 
agency of the Federal government, it was 
pointed out, had formulated a set of 


guiding principles as early as July, 1942 
(known as the “Little Steel” decision), 
which would permit an increase in wages 
of as much as 15 per cent above the Jan- 
uary 1, 1941, wage rate. It could not be 
said that this did not have some infla- 
tionary tendency. 

This case related to a telephone com- 
pany whose present rates were estab- 
lished in 1924. It had continued to op- 
erate on this schedule through years of 
drouth, dust storms, grasshopper plague, 


. and low prices for farm products. It had 


more recently been subjected to a series 
of sleet and electrical storms which had 
had disastrous effects on its large mile- 
age of rural lines. It had not paid a divi- 
dend in many years, had a considerable 
debt, and had no appreciable reserve 
fund. 

Economic circumstances had pre- 
vented any attempt to increase rates be- 
cause of the fear of a loss of subscribers. 
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The commission continued as follows: 


Many similar companies even voluntarily 
reduced their rates during this depression 
period with the consent, but not the approval, 
of this commission. Now comes a time when 
farm crops are good, prices for farm prod- 
ucts adequate, and farm income normal 
again. The long-awaited time for a rate in- 
crease for this company is here and unop- 
posed by any and all except the Office of 
Price Administration, which is faithfully 
performing its directive function of “hold- 
ing the line” in price stabilization. In view 
of all of the facts we hold that, under the 
circumstances, this company should be al- 
lowed to adjust its rates to the extent neces- 
sary to permit it to furnish adequate tele- 
phone service to this community on a reason- 
ably profitable basis. 


Objections that the proposed ates 
would produce an unreasonable return 
were based on depreciated book cost fig. 
ures; but the commission noted that the 
figures shown in the company’s statement 
did not necessarily represent historical 
cost, and that the depreciation reserve 
had no relation to actual depreciation in 
value of the property. The commission 
reached its conclusion as to reasonable- 
ness of return by considering an estimate 
of value by the commission engineer, ar- 
rived at by use of available figures and 
personal inspection of the telephone 
company’s plant. Re Groton-Ferney 
Telephone Co. (F-2117). 


= 


Order Requiring Resumption of Hot Water 
Service Upheld by Court 


Ao court judgment reversing an 
order of the Wisconsin commis- 
sion which required a public utility com- 
pany to reconnect a residence (long ago 
disconnected) to its hot water mains was 
reversed and the commission order sus- 
tained by the Wisconsin Supreme Court. 
The commission order was held not to be 
unreasonable, although it would be nec- 
essary to replace hot water mains. 
Deterioration of pipes over a period of 
years resulted in a progressive functional 
impairment. This was because of an in- 
terior encrustation and breaking down of 
the inner wall of the pipe. The utility had 
a balance in its depreciation reserve ac- 
count of over $86,000. It had been testi- 
fied that cost of replacement of the pipe 
would be about $3,280. The court ob- 
served: 
Every public utility is required to furnish 


reasonable service and facilities, and is per- , 


Price Proposed for 
Company’s Stock Held to Be Excessive 


_——. New York commission denied a 
petition of Central New York 
Power Corporation for consent to ac- 
quire and hold 46 shares of common 
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mitted to accumulate a depreciation reserve 
for that purpose. The cost of replacement 
of the pipe is chargeable not to the addition 
of Murphy as a customer, but to the depre- 
ciation reserve which has been accumulated 
through the years. 


The trial court had found that the or- 
der was unreasonable because the exter- 
sion of the system was not in a substan- 
tial public interest. The order, said the 
supreme court, should not be so inter- 
preted. It did not require any extension 
of the system. All that it required was 
the reconnection of service from an ex- 
isting main. The system would not be 
physically extended beyond its present 
limits. Heating of the applicant’s resi- 
dence, the court declared, was within the 
utility’s profession of service. Northern 
States Power Co. v, Public Service Com- 
mission et al. 16 NW (2d) 790, reversing 
(Wis 1942) 46 PUR(NS) 148. 


e 


Acquisition of Power 


stock of Hammond Light & Power 
Company, Inc., and to merge the cor 
poration, where the price of stock pet 
share was $295. The commission could 
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not conclude that the company’s stock, 
faving a par value of $100, had a value 
equal to this price. 

In recent years the Hammond Com- 
pny’s net income had experienced a 
downward trend, and in 1943 there was a 
large deficit claimed by the company as 
due to severe storm. Moreover, applica- 
tion of the Central New York Power 
Corporation’s rate schedule to the terri- 
tory would result in a further annual re- 
duction. 

Commissioner Bray, speaking for the 
commission, said : 

A company which has little or no earning 
power has little value. A property which 


continually shows an out-of-pocket loss has 
no value. The trend of this company’s net 


N application of Southern California 
Gas Company for approval of an 
agreement with the Defense Plant Cor- 
poration for the injection, storage, and 
withdrawal of natural gas in a depleted 
oil and gas field was approved by the 
California commission. The purpose was 
to meet the tremendous increased re- 
quirements of natural gas for war and 
other essential loads. The desirability of 
a large underground storage near load 
center that could be filled in the off-peak 
summer period and used in the winter 
was apparent, 

The Defense Plant Corporation had 
acquired the field under condemnation. 
The contract provided for payments to 
the Defense Plant Corporation for use of 
the reservoir, cover charges for gas, and 
a5 per cent interest carrying charge on 
the average unrecovered investment in 
the project. 


income from 1940 to date would indicate 
continuous operating deficits. There is no 
basis in this record to believe that the merg- 
er of this company into the Central New 
York Power Corporation would reduce op- 
erating expenses. 


Recognition, Commissioner Bray con- 
tinued, must be given to the company’s 
current earning power in determining a 
price to be paid for the stock. Even if 
the commission were to study values 
during the company’s most prosperous 
period, it was said, earnings averaging 
$1,250 to $1,500 per year did not support 
a valuation of $295 per share or $29,500) 
on the proposed purchase price. Re Cen- 
tral New York Power Corp. (Case 
11580). 


e 


Contract with Government Corporation for Injection, 
Storage, and Withdrawal of Natural Gas 


This underground reservoir, providing 
an increase in gas availability during 
critical periods of maximum demands, 
was looked upon as chargeable to gas op- 
erations and, according to the commis- 
sion, might properly be reflected in cus- 
tomer rates for gas service. The com- 
mission said in part: 

In this respect, however, it is also true 
that such costs, whether they represent cap- 
ital expenditures or operating expenses, 
must be tested by the usual standards of rea- 
sonableness. The accounting shall be in ac- 
cordance with the commission’s classifica- 
tion of accounts and in such form and detail 
that complete analysis of charges and credits 
to this project can readily be made. Specific 
requirements as to payments under the con- 
tract agreement shall be deemed reasonable 
costs. 


Re Southern California Gas Co. (Deci- 
sion No. 37454, Application No. 
26345). 


e 


Protests against Municipal Acquisition of Waterworks 
Overruled by Commission 


HE municipal authority of the 
township of Blythe was authorized 
by the Pennsylvania commission to ac- 
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quire waterworks and water properties 
of three utility companies. This was the 
first case of the sort to be determined in 
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the exercise of the commission’s extend- 
ed jurisdiction under a statutory amend- 
ment adopted in 1943. The commission, 
therefore, announced the following pre- 
cepts which should guide its action: 

1. The value standard must represent a 
fair price to the interested parties. 

2. The prospective earnings of the AU- 
THORITY must be high enough to support 
the intended bond issue; otherwise the 
AUTHORITY consumers may suffer. 

3. All factors or matters relevant and 
material to the above requirements are ap- 
propriate subjects of our investigation. 


The contracting parties considered 
that the purchase price included the 
value of water which the authority had 
the right to take from a reservoir, and 
an agreement to supply water upon a 
fixed annual payment was considered by 
the vendor companies to be a covenant 
running with the reservoir. It was also 
stated that when the properties were 
transferred it was proposed to file the 
covenant of record prior to any sale of 
the reservoir. The commission was, 
therefore, satisfied that the necessary 
water supply was adequately protected as 
a matter of law. 

However, it directed as a condition of 
approval that the parties submit satisfac- 
tory proof that the covenants had been re- 
corded and that proper financial arrange- 
ments had been made to assure that the 
selling company or its successors would 


be able to carry out the terms of the cove. 
nants. 

Various protests against approval con- 
cerned (1) the assurance and cost of the 
supplemental water to be furnished by 
the owner of the reservoir property, 
(2) the suitability for public water sup- 
ply purposes of the water of another res- 
ervoir to be acquired, and (3) the fair- 
ness to the authority of the purchase 
price. These objections were overruled, 
It was the opinion of the commission that 
consumers would be protected and that 
with respect to the reservoir supply ac- 
quisition would not result in any adverse 
change, 

The purchase price was held to be fair 
and equitabie since it was substantially 
below the lowest element of value (de- 
preciated book value or determined orig- 
inal cost). It was said that it did not ad- 
versely affect the selling companies or 
the public, and it was advantageous to 
the purchaser. 

Prospective earnings of the municipal 
authority were held to be high enough to 
support an intended bond issue to finance 
acquisition. The estimated net income 
would be sufficient to earn 3.39 times the 
annual interest charge and 1.45 times the 
annual interest and retirement of bonds. 
Re Municipal Authority of the Township 
of Blythe (Application Docket No. 

2487). 


62487 


= 


Other Important Rulings 


(ir California commission held that 
it need not determine, in a transfer 
proceeding, the extent to which facilities 
to be conveyed by a lumber company to a 
public utility company had in the past 
been devoted to public use, where the 
lumber company was before the commis- 
sion seeking authority to convey and the 
utility company was seeking a declaration 
of its right and obligation. Re Northern 
Counties Utility Co. et al. (Decision No. 
37498, Application Nos. 26385, 26386). 


A Federal District Court held that a 
federated codperative association, under 
the Agricultural Marketing Act, was ex- 
empt from control of the Interstate Com- 
merce Commission under § 203(b), 49 
USCA § 303(b), and that an injunction 
to restrain transportation of livestock by 
motor truck for members should be 
denied. Interstate Commerce Commis- 
sion v. Jamestown Farmers Union Fed- 
erated Coéperative Transportation Asso 
57 F Supp 749. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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RE NIAGARA, LOCKPORT & ONTARIO POWER CO. 


NEW YORK PUBLIC SERVICE COMMISSION 


Re Niagara, Lockport & Ontario 
Power Company 


Case No. 10544 
December 28, 1944 


ROCEEDING on motion of Commission as to rates and charges 
P.; an electric utility corporation for street lighting; contract 
form of tariff disapproved and filing of service classification 

required. 


Rates, § 63 — Jurisdiction of Commission — Service to municipalities — Absence 
of contract. 

1. The Commission has jurisdiction, under § 66, paragraph 12, of the Pub- 
lic Service Law, to prescribe the rates to be charged by an electric com- 
pany to a municipality for street lighting service and the terms and condi- 
tions under which the service is to be rendered, if the electric corporation 
and the municipality are unable to agree upon the terms of a contract; and 
the Commission may exercise its jurisdiction either by an order determin- 
ing a specific controversy or by an order of a general character directing 
the corporation to file a rate schedule containing a service classification 
applicable to municipal street lighting, p. 258. 


Rates, § 253 — Form of tariff — Contract form — Electric street lighting. 


2. An electric company which has been directed to file a rate for street 
lighting service to municipalities should state the service classification in 
the manner customary for service classifications as an offer by the cor- 
poration to provide service, and not as an offer by the corporation to 
enter into a contract, p. 259. 

Service, § 157 — Term provisions in tariff — Municipal street lighting. 
3. A filed tariff for electric service to municipalities for street lighting 
should provide for a definite term of one year, continuing thereafter until 
canceled on ninety days’ notice by either party, instead of providing for 
a contract for an agreed-upon term of years, p. 260. 

Rates, § 234 — Nature of service classification — Contract distinguished. 
4 A proper service classification is an offer by a public utility to provide 
service to any consumer covered by the applicable terms of the service 
classification at the rates and charges and under the conditions therein set 
forth, and it is not an offer by the ‘utility to enter into a private contract 
with a consumer, p. 260. 


» 


APPEARANCES: Philip Halpern, falo, Attorney, for Niagara, Lockport 
Counsel (by Laurence J. Olmsted, As- and Ontario Power Company; John 
sistant Counsel) for the Public Serv- T. Kimball, Syracuse, Rate Engineer 
ice Commission; Warren Tubbs, Buf- for Niagara, Lockport and Ontario 

[17] 257 56 PUR(NS) 





NEW YORK PUBLIC SERVICE COMMISSION 


Power Co.; C. E. Harder, Consulting 
Accountant,. Dunkirk, and Carl E. 
Darling, Attorney, Dunkirk, for the 
Village of Sinclairville. 


Burritt, Commissioner: On July 
23, 1943, the Commission approved a 
memorandum in which the book cost 
of the property of this company devot- 
ed to street lighting in its western divi- 
sion was determined, together with the 
revenue and expenses associated with 
this service. At a further hearing on 
January 17, 1944, the company pre- 
sented a proposed street lighting 
agreement based on a 3-part tariff pur- 
porting to carry out the findings in 
the above memorandum and to yield 
the return which it was therein found 
the company was entitled to receive. 
On March 29, 1944, 54 PUR(NS) 
307, the rates proposed in this street 
lighting agreement were recommended 
for filing. Such rates (P.S.C. No. 
43) were filed by the company on May 
1 and became effective on June 1, 
1944, 


Nature of the Filing 


This schedule establishes a new 
classification known as Service Classi- 
fication #£1, which provides that it is 
applicable for street, highway, road- 
way, or other outdoor lighting for 
municipal corporations and duly qual- 
ified district corporations. It defines 
the character of service as being lim- 
ited to the period dusk to dawn, ap- 
proximately 4,000 hours per year, and 
further provides that the rates, min- 
imum charges, terms of payment, and 
special provisions are as provided in 
the contract form attached to and 
made a part of the classification. 
Thereafter follows a complete form of 
agreement to be entered into between 


the company and the municipality 
contracting for lighting service. The 
first paragraph of the contract is jp 
the following form: 

This Agreement made the ...,.. 
day of 19.. between Niagara, 
Lockport and Ontario Power Con. 
pany, a corporation organized and ex. 
isting under the laws of the State of 
New York (hereinafter called com. 
pany), party of the first part, and 

(hereinafter called municipal- 
ity), party of the second part, Wit- 
nesseth: 

There then follows nineteen para- 
graphs setting forth the terms of the 
agreement. Among these is a pro- 
vision for the initial rate in blank, such 
term to be determined by the company 
to the customer when a contract for 
service is entered into by the parties. 

[1] Section 66, paragraph 12, of the 
Public Service Law authorizes the 
Commission to require electric cor- 
porations to file and keep open to pub- 
lic inspection schedules showing all 
rates and charges. The section pro- 
hibits, unless authorized by the Com- 
mission, the change in such rates except 
on statutory notice. The section fur- 
ther provides the procedure to be fol- 
lowed by the Commission in suspend- 
ing a schedule and contains numerous 
other requirements respecting tariffs. 
The section, however, provides: 
3 but this subdivision shall not 


apply to state, municipal, or Federal 
contracts.” 

Under this provision, this Commis- 
sion has held that it has no jurisdic- 
tion over the arrangement between the 
electric corporation and a municipality, 
if the parties enter into a voluntary 


contract. However, if the electric 
corporation and the municipality are 
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ynable to agree upon the terms of a 
contract, the Commission has juris- 
diction to prescribe the rate to be 
charged and the terms and conditions 
under which the service is to be ren- 
dered. The Commission may exercise 
its jurisdiction either by an order de- 
termining a specific controversy or by 
an order of a general character direct- 
ing the electric corporation to file a 
rate schedule containing a service 
classification applicable to municipal 
street lighting. 

[2] The memorandum adopted by 
the Commission on July 23, 1943, con- 
templated the filing of a service classi- 
fication of the usual character under 
which municipalities desirous of re- 
ceiving street lighting service but un- 
able or unwilling to enter into a con- 
tract on the electric company’s terms, 
could elect to take service. As noted 
above the company filed as part of its 
service classification a form of pro- 
posed contract to be entered into be- 
tween the company and the municipal- 
ity contracting for lighting service. 
The Commission accepted this for fil- 
ing, treating it as a service classifica- 
tion which would be subject to all the 
powers of the Commission. 

However, from Mr. Kimball’s tes- 
timony at the hearing on October 25, 
1944, it is obvious that the company 
regards the Schedule P.S.C. No. 43 
which it has filed, as nothing more 
than a standard for the making of 
private contracts with the municipal- 
ities, as to which the Commission 
would have no further jurisdiction. 
He stated : 

“I think it is desirable to have a 
schedule on file with the Commission 
so that every municipality would 
know it was paying exactly the same 


as every other locality. It has no legal 
effect, but I think it does have a de- 
sirable effect, that the municipalities 
know they are all paying exactly the 
same rate.” 

This is a very laudable desire and 
one in which the Commission concurs. 
However, the company refuses to take 
the simple step suggested by the Com- 
mission to bring about completely the 
desired result. 

It thus appears that the company 
takes a different view and regards the 
filing as merely setting forth a stand- 
ard form of contract to be offered to 
municipalities, but which will be out- 
side the Commission’s jurisdiction 
once the contracts are executed. It is 
difficult to understand how the com- 
pany could have so completely misun- 
derstood the Commission’s position. 
It would be absurd for the Commis- 
sion to accept for filing a service classi- 
fication which could not be used except 
by means of a contract which ipso 
facto would remove the service from 
the Commission’s jurisdiction. 

In accepting the service classifica- 
tion for filing it was the Commission’s 
understanding that the so-called con- 
tract set forth in the schedule merely 
constituted an election by the munici- 
pality to accept the service upon the 
terms and conditions therein set forth 
and that municipal lighting service 
under such an arrangement would 
continue to be subject to the jurisdic- 
tion of the Commission. 

The fact that such a service classifi- 
cation was on file would not mean that 
a municipality and a utility could not 
mutually agree and elect to enter into 
a private contract and that if such ac- 
tion were taken the resulting contract 
would be a municipal contract exempt- 
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ed from the provisions of paragraph 12 
of § 68 of the Public Service Law. 
However, if a service classification 
were in effect, so far as this Commis- 
sion is concerned, it would provide 
rates for municipal street lighting, and 
any municipality being dissatisfied with 
the charges made under an existing 
contract would have an option at the 
expiration of such contract to either en- 
ter into a riew private contract or ac- 
cept the rates in the filed service classi- 
fication. Municipalities would be con- 
sidered as a class of consumers and 
just and reasonable rates would be 
determined on the basis of the prop- 
erty, expenses, and revenues applica- 
ble to service to all the municipalities 
in the class. This is the theory of rate 
making that has long been established 
in dealing with other classes of con- 
sumers. 

In this proceeding the Commission 
has determined that the situation has 
so developed in the western part of the 
state that a general schedule of rates 
should be established applicable to all 
municipalities served by the N. L. & 
O. Public hearings have been held 
after due notice to all of the municipal- 
ities, and the Commission has deter- 
mined the book cost of the property of 
the N. L. & O. devoted to street light- 
ing in its western division, together 
with the revenues and expenses asso- 
ciated with this service. All that re- 
mains is the filing of a proper service 
classification designed to yield the rev- 
enues determined by the Commission 
to be reasonable and proper. 

With respect to arrangements for 
electric service which may hereafter 
be entered into between the electric 
company and municipalities, all possi- 
bility of controversy as to the nature 
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of the arrangement should be elim. 
inated by requiring a clarification of 
the service classification. In view of 
the confusion which grows out of the 
use of a form of contract as part of a 
service classification, the company 
should be directed to eliminate the 
contract form and to state the service 
classification in the manner customary 
for service classifications as an offer by 
the corporation to provide service, not 
as an offer by the corporation to enter 
into a contract. The form used by wa- 
ter companies in service classifications 
applicable to municipal hydrant serv- 
ice is illustrative of the type of service 
classification which should be required 
in this case. 


The Term Provision 


[38, 4] The evidence upon the fur- 
ther hearing held at Buffalo on Octo- 
ber 25, 1944, was chiefly devoted to 
the term provision of the company’s 
filing. This provision is as follows: 

“Second :—The initial term of this 
agreement shall be for a period of 
( ) years, from 
By letter dated July 17, 1944, the 
Commission suggested that the in- 
itial term be made for one year, as in 
the case of similar rates, with an in- 
definite continuance of the rate as 
provided for by law or service discon- 
tinued on due notice. The company 
declined to accept this suggestion and 
considerable correspondence between 
the company and the Commission en- 
sued but no modification of the term 
of the rate resulted. Thereupon the 
Commission directed the reopening of 
this proceeding for the purpose of tak- 
ing additional testimony on the pro- 
visions of the proposed rate as to in- 
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itial term and renewals or continua- 
tion. 


The Company's Evidence 

The company introduced in evidence 
a letter dated June 20, 1944, from 
Colonel William Kelly, president of 
the company, to R. F. Bucknam of the 
Commission’s tariff bureau, stating 
that this letter set forth the principal 
reasons why it should ‘not accede to 
the request of the Commission. These 
reasons as stated in the letter follow: 

“1, The company is without power 
to enforce any term provision. In 
fact the company cannot force a vil- 
laze to take under the street lighting 
service Classification if it declines to do 
50. 

“2. Under New York state statutes 
villages may contract for a period of 
time up to ten years. Some villages 
desire to contract for such periods. 

“3. Existing street lighting con- 
tracts are for unexpired terms and in 
substituting the service classification 
for these existing contracts no doubt 
some or most of the villages will de- 
sire the term in the service classifica- 
tion to be not less than the unexpired 
term of their existing contracts. 

“4. Even though the company ac- 
ceded to your request and fixed a 
definite term, there is no reason why 
the company and a village could not 
mutually agree to a different term and 
incorporate such different term in the 
contract. 

“5. It is the company’s policy in 
the substitution of the service classifi- 
cation for existing contracts to let the 
villages decide what terms they want. 

“6. The only exception to the state- 
ment immediately above is one which 
May arise at such time as the com- 
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pany is required to make a substantial 
investment for new facilities, in which 
event it feels that it should be protect- 
ed for possibly five years.” 

The company also introduced by its 
witness, Mr. John T. Kimball, Exhibit 
14, which lists all the street lighting 
contracts of the company in its west- 
ern division, indicating the dates on 
which these contracts were made and 
the dates on which they expire. The 
tabulation of these contracts included 
in the exhibit shows the number of 
contracts which have been made “pur- 
suant to the form in P. S. C. No. 43” 
for various terms, as follows: 


Number of 5-year contracts 
“ 4-year ¥ 
“ 3-year 
“ 2-year 
“ |-year 


In addition, there are listed in Ex- 
hibit 14 two proposed contracts on a 
unit price per lamp basis which have 
not been executed because of increases ; 
six contracts which have been signed 
by the municipalities but not yet ex- 
ecuted by the company; four contracts 
submitted to municipalities but not yet 
executed by them; four new contracts 
not contemplated to be modified at this 
time because of increases; and two 
contracts requiring further considera- 
tion because of franchise requirements. 

Asked as to what would happen to 
the unexpired portion of a contract if 
the company voluntarily, or by order 
of the Commission, reduced its rates, 
Mr. Kimball stated that such a reduc- 
tion would be made effective to each 
and every municipality. He said he 
could not comprehend an increase in 
P.S.C. No. 43 as the municipality 
could stand on its existing contract, or 
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its right to contract. The company of- 
fered no further testimony and relies 
on the reasons stated in Colonel 
Kelly’s letters as to why it should not 
make the initial term of the contract 
one year. 


Dr. Bucknam’s Testimony 

Dr. R. F. Bucknam, in charge of 
the Commission’s tariff bureau since 
1937 and familiar with service classifi- 
cations filed by various utilities in the 
state, was called as a witness by coun- 
sel for the Commission. He defined 
the open term or open order service 
classification as one cancelable on not 
over seventy-two hours’ notice. He 
did not consider that a term which is 
subject to cancellation after some 
initial period on reasonable notice is 
an open order term. He testified that 
in his opinion a one-year term in the 
service classification for street lighting 
purposes with a provision that the con- 
tract can be carried on for a longer 
term at the option of the parties, is 
advantageous to the customer and gen- 
erally desirable, since any change in 
the level of the rates would auto- 
matically be reflected to the customer 
under the service classification. Un- 
der the company’s plan, he pointed out 
that the passing on of the change in 
the rate level to customers would be 
optional with the company and de- 
pendent on “the goodness of their 
heart,” and not because the rate sched- 
ule required it. While he did not 
question the good faith or past per- 
formance of the company, he said that 
there is no specific assurance or com- 
mitment by the company to pass on the 
change where there is a long term. 
He further testified that while there 
would be no particular advantage to 
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the customer in the first or initial 
year, thereafter he would not be te. 
quired to wait until the end of a 4 or 
5-year contract period before he could 
ask for an adjustment in case there 
was a change in the level of the rates, 

From a regulatory standpoint Dr, 
Buchnam also considered a one-year 
term basis more satisfactory and ad- 
vantageous to customers as it would 
enable the Commission to note changes 
in the contracts both in form and rate 
levels when questions were raised as 
to revisions or modifications of the 
service classification. With respect to 
objection by the company that sub- 
stantial investments might be required 
for new street lighting facilities or for 
modernization, he stated that the com- 
pany would in his opinion be adequate- 
ly protected by a provision similar to 
that now found in other rate schedules, 
to the effect that when the amount of 
investment by the company or other 
conditions of the service are such as to 
warrant, the company may with the 
permission of the Public Service Com- 
mission require that the initial term 
be longer than one year. 


Discussion 


Much of the company’s case for an 
unspecified term and one to be agreed 
upon in each case, is based upon ar- 
gument rather than facts. Its position 
as stated at the hearing indicates either 
a misunderstanding and misconception 
of the proposed service classification 
for street lighting or a deliberate at- 
tempt to capitalize on the advantages 
of the Commission’s rate determina- 
tion in this proceeding, while at the 
same time avoiding reasonable require- 
ments in a service classification. That 
two alternatives are open to the com- 
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pany and to the municipalities, should 
be perfectly clear. 

Under the provisions of New York 
State Law (Town Law, § 198(6); 
Village Law, § 240; and in some cases 
city charters) municipalities are au- 
thorized to enter into contracts with a 
utility company for street lighting for 
terms up to five and ten years, provid- 
ing they can agree upon terms of such 
contracts. If they do agree and enter 
into a contract this Commission has no 
jurisdiction with respect to them. If 
they cannot agree and no contract is 
made, and if the matter is submitted 
to this Commission for determination, 
we have in the past determined a rate 
to be charged which is binding on the 
parties. 

As a result of this proceeding which 
grew out of a complaint filed by one 
municipality  (Sinclairville, | Case 


10513), 54 PUR(NS) 307, a second 


alternative has now been established 
by this company in the filing of P.S.C. 
Service Classification No. 43. This 
service classification is open to all mu- 
nicipalities who elect to take service 
under it. After present contracts ex- 
pire the company states that it will be 
the only level of rates at which street 
lighting service will be negotiated. If 
a municipality does take service under 
P.S.C. 43 it will be governed by all 
the provisions of the classification in- 
cluding the term provision, just as any 
other customer must observe the pro- 
visions of the service classification un- 
der which he takes service. Mr. Kim- 
ball notwithstanding, it does have a 
legal effect. 

Thus a municipality and the com- 
pany may elect to make a private con- 
tract for street lighting service as pro- 
vided by law, or they may elect to 


operate under the provisions of Serv- 
ice Classification No. 43. A definite 
choice must be made under one or the 
other. The choice is either of a pri- 
vate contract or the filed rate. By vir- 
tue of the cancellation clause a mu- 
nicipality may from time to time re- 
view its decision to remain on the serv- 
ice classification which it may not do 
during the period of a private con- 
tract. 

One of the provisions of the rate 
filed by the company is for a term 
which is left blank in the service classi- 
fication and intended to be filled in by 
the parties as agreed upon. It is be- 
lieved that this period should be for a 
definite term of one year continuing 
thereafter until canceled on ninety days’ 
notice by either party. The company 
apparently contends that the purpose 
of the filed service classification is 
merely to set a standard rate on which 
the company may base its charges un- 
der a private contract for an agreed- 
upon term of years and that when such 
contract is once made the Commission 
has no jurisdiction. This is not a cor- 
rect view. Service to a municipality 
under the filed rate and the rate itself 
continue to be subject to the jurisdic- 
tion of the Commission, and the term 
of the rate is very important. 

There are several advantages of a 
one-year term renewable as provided 
in the rate. Any change in the level 
of the rate is reflected immediately in 
the charge for the service. Under a 
private contract any reduction during 
the term of the contract is wholly 
within the control of the company. 
Since the trend of rates has been con- 
tinuously downward over a longer 
period of years, the advantage of such 
a provision to the municipality is ob- 


263 56 PUR(NS) 





NEW YORK PUBLIC SERVICE COMMISSION 


vious. Otherwise the municipality 
might have to wait until the expira- 
tion of his contract to obtain the bene- 
fit of the change. A further advan- 
tage is that all changes in the service 
classification, which includes the form 
of contract, must be filed with the 
Commission and be subject to review 
by the Commission. The Commis- 
sion would have no knowledge or au- 
thority over changes in private con- 
tracts unless voluntarily submitted to 
it. 


Conclusions and Recommendations 


It now appears that Niagara, Lock- 
port and Ontario Power Company has 
completely misunderstood the purpose 
sought to be accomplished by this 
proceeding. It has filed a schedule 
which in effect is nothing more than 
a contract that the company offers to 


execute with any municipality. A 
proper service classification is an offer 
by the utility to provide service to any 
consumer covered by the applicable 
terms of the service classification at the 
rates and charges and under the con- 


ditions therein set forth. It is not an 
offer by the utility to enter into a 
private contract with a consumer. The 
evidence received at the public hear- 
ings held in this proceeding was for 
the purpose of enabling the Commis- 
sion to establish just and reasonable 
rates for municipal street lighting. 
The present filing does not accom- 
plish that purpose. 

The company’s objections to a one- 
year term with a renewal provision 
are not sound or persuasive. If the 
one-year renewable provision is a part 
of the filed schedule it is enforceable. 
Of course if the municipality and the 
56 PUR(NS) 


company elect the alternative of q 
private contract they may do so and 
they will not then be subject to the 
provision of the filed rate, but this does 
not affect the status of the filed sched- 
ule. The advantage to the municipality 
of a one-year term which is automati- 
cally renewable, is obvious. If the mu. 
nicipality desires to cancel the rate it 
may do so on ninety days’ notice, with- 
out waiting perhaps years for the ex- 
piration of the contract. On the other 
hand if it desires to continue the con- 
tract indefinitely it does not have to 
take any action. The schedule itself 
would provide for continuance unless 
canceled. Thus the municipality at all 
times determines the length of the con- 
tract term it wants. All of these priv- 
ileges are of course subject to the pow- 
ers of the Commission. The objection 
that a substantial investment may he 
required, which would likely occur 
only in a few instances, may easily be 
met by inserting in the schedule the 
provision suggested by the witness 
Bucknam. 

I recommend that the company be 
directed to completely amend Service 
Classification No. 43. The contract 
form should be eliminated; the classi- 
fication should provide simply for a 
rate schedule and general provisions 
which will govern municipal street 
lighting service upon application for 
service by a municipality. 

The initial term of service to be ren- 
dered to a municipality upon its elec- 
tion to take service under a service 
classification should be specified as one 
of the provisions of the service classi- 
fication. I recommend that the com- 
pany be required to make provision 
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for a one-year term and that a further 
provision be made for the cancellation 


by either party on ninety days’ notice. 
An order is submitted accordingly. 
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Re Nassau & Suffolk Lighting Company 


Case No. 11692 
December 29, 1944 


Pa. by gas and electric corporation for authority to issue 
first mortgage bonds ; granted. 


Security issues, § 80 — Bonds for refunding — Interest rate — Maturity. 
Authority was granted for issuance of $3,000,000 principal amount of first 
mortgage 34 per cent sinking-fund bonds, maturing in five years and sub- 
ject to redemption at the option of the company before maturity upon pay- 
ment of specified premiums, with a provision for a sinking fund, for the 
purpose of refunding outstanding bonds bearing interest at 5 per cent. 


Security issues, § 111 — Refunding operations — Duplicate interest. 
Criticism by New York Commission of a plan for delivering refunding 
bonds sometime in advance of the maturity of outstanding bonds, with a 
consequent payment of double interest, p. 266. 


APPEARANCES: Philip Halpern, 
Counsel (by Frank C. Bowers, Assist- 
ant Counsel), for the Public Service 
Commission; Charles G. Blakeslee, 
New York city, General Counsel, Nas- 
sau & Suffolk Lighting Company; 
Elmer B. Sanford, Mineola, Long 
Island, of counsel, for Nassau & Suf- 
folk Lighting Company. 


Ma.tsBigz, Chairman: The Nassau 
and Suffolk Lighting Company, the 
petitioner in this proceeding, is a gas 
and electric corporation organized un- 
der the Transportation Corporations 
Law of the state of New York. It 
supplies gas in a part of Nassau 
county, Long Island. It also sells a 
small amount of electricity. (See in- 
come statement infra.) It has out- 


standing $3,000,000 face value of first 
mortgage 5 per cent sinking-fund gold 
bonds maturing February 1, 1945. 
The total amount of these bonds orig- 
inally issued was $4,347,000 of which 
$1,329,500 have been reacquired and 
canceled through the operation of the 
sinking fund and $17,500 have been 
otherwise acquired and canceled. 


The company also has received ad- 
vances from the Queensboro Gas and 
Electric Company, which owns all of 
the common stock, amounting on 
October 31, 1944, to $1,906,474.52, 
inclusive of interest unpaid totaling 
$426,585.42. It has $2,726,200 in 
par value of 7 per cent cumulative pre- 
ferred stock outstanding in the hands 
of the public upon which there were 
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dividends in arrears upon October 31, 
1944, for about nine years in the 
amount of $1,740,224.33. The com- 
mon stock outstanding has a par value 
of $1,000,000 and is all owned by the 
Queensboro Gas and Electric Com- 
pany. A condensed balance sheet as 
of October 31st is set forth in Table 
a 


TABLE 1 


NASSAU AND SuFFOLK LIGHTING CoMPANY 
Condensed Balance Sheet—October 31, 1944 
Assets and Other Debits 
Electric Utility Plant 
Electric Plant in Service .... 
Construction Work in Prog- 
ress 
Electric Plant 
Adjustments 


Total 
Plant 
Gas Utility Plant 
Gas Plant in Service 
—— Work in Prog- 


$71,206.36 
689.82 

Acquisition 
115,961.93 


Electric Utility 


$187,858.11 
$9,258,722.74 
34,787.77 
73,012.67 
636,584.98 
10,003,108.16 
$10,190,966.27 
Investment and Fund Accounts 397,806.60 
Cash 549,801.35 

Other Current and Accrued 
481,704.22 


Assets 
Total Deferred Debits 7,969.29 
321,176.83 


Capital Stock Expense 
$11,949,424.56 


Use 
Gas Plant Acquisition Ad- 
justments 


Total Gas Utility Plant 
Total Utility Plant 


Liabilities and Other Credits 


Common Capital Stock $1,000,000.00 
Preferred Capital Stock 2,726,200.00 
Bonds 3,000,000.00 


Advances 
Companies 1,906,474.52 
Current and Accrued Liabilities 603,167.90 
Deferred Credits 13,292.72 
Reserves for Depreciation of 
Utility Plant in Service 1,341,381.40 
38,781.91 
619,104.50 


Other Reserves 
701,021.61 


Contributions in Aid of Con- 
——__—__—__q— 
$11,949,424.56 


from 


struction 


56 PUR(NS) 


The original petition dated August 
31, 1944, and filed with the Commis. 
sion September 1, 1944 requested au- 
thority to issue $3,000,000 principal 
amount of first mortgage 34 per cent 
sinking-fund bonds, dated October 1, 
1944, and maturing October 1, 1949, 
under a mortgage and deed of trust, 
The bonds were to be issued at par 
and accrued interest and the proceeds 
used to retire the bonds outsianding. 

The company planned to deliver 
the bonds to two insurance companies 
not later than November 1, 1944, and 
to deposit $3,000,000 with the Chase 
National Bank, trustee under the 
present mortgage. Thus, the company 
would pay double interest from No- 
vember 1, 1944, to February 1, 1945, 
and would receive nothing to offset 
this duplicate interest from the Chase 
National Bank. 

Obviously, such a plan would cost 
the company about $23,000 and no ad- 
equate explanation was or has been 
forthcoming for such an unnecessary 
expense. Mr. Barrett was examined 
regarding the reasons for such an un- 
usual procedure and the best he could 
say was that he thought the assurance 
that the outstanding bonds would be 
paid off at maturity warranted dupli- 
cate interest. He admitted that at the 
time he gave no consideration as to 
what future interest rates would be or 
as to what savings would justify 
double interest. 

The Commission did not approve 
the application as submitted. Thus, 
we have another instance where action 
by the Commission has saved a com- 
pany money which could have been 
saved by the company itself if it had 
exercised prudent and economical 
management. It has long been the 
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feeling of those versed in financial af- 
fairs that there was no likelihood of an 
increase in interest rates for consider- 
able time and many corporations have 
proceeded upon the basis. Duplicate 
interest for four months had no justifi- 
able basis. 

There is another provision in the 
original proposal to which attention 
should be called. When it was sub- 
mitted, the court of appeals had not 
rendered a decision in a suit against 
the company “Chelrob v. Barrett” 
({1944] 293 NY 442, 56 PUR(NS) 
post, p. 284, 57 NE(2d) 825), and the 
insurance companies to whom the new 
bonds were to be sold had insisted that 
the company deposit with the trustee 
$500,000 for the purpose of paying a 
judgment if one were obtained in that 
case. In order to provide funds for 
this purpose in addition to the funds 
available from other sources, the com- 
pany proposed to issue a promissory 
note payable in six months to the Na- 
tional City Bank bearing interest at 
the rate of 2 per cent per annum. The 
company did not ask the approval of 
this Commission to the issuance of this 
note as the statute does not so require; 
but after the Commission withheld its 
approval to the original application, 
it developed that the issuance of such 
a note was unnecessary. Here again 
the company gained as a result of the 
Commission’s action. 


Amended Petition 

As the Commission did not grant 
the original petition, the original 
agreement with the insurance com- 
panies fell through and in November, 
1944, the company filed with the Com- 
mission amended agreements changing 
the limiting date when the new bonds 


could be delivered to them from No- 
vember 1, 1944, to January 15, 1945. 

The plan as it now stands asks for 
authority to issue $3,000,000 principal 
amount of first mortgage 34 per cent 
sinking-fund bonds, dated October 1, 
1944 and maturing October 1, 1949. 
The two insurance companies purchas- 
ing these bonds will pay par and ac- 
crued interest to the date of delivery 
and the new bonds must be delivered 
not later than January 15, 1945. 
Even this plan calls for duplicate in- 
terest of about $4,000 which could 
have been in part or in whole avoided 
had the company officials chosen to 
make a more economical arrangement. 

Of the amount obtained from such 
issue, $3,000,000 are to be deposited 
with accrued interest on the old bonds 
to February 1, 1945, with the Chase 
National Bank to pay off at maturity 
the bonds now outstanding. The new 
bonds are subject to redemption at the 
option of the company before maturity 
in whole or in part upon payment of 
the principal amount thereof, accrued 
interest and a premium of one per cent 
of the principal if redeemed on or be- 
fore September 30, 1945, } per cent if 
redeemed thereafter and on or before 
September 30, 1946, 4 per cent if re- 
deemed thereafter and on or before 
September 30, 1947, and 4 per cent if 
redeemed thereafter and on or before 
September 30, 1948, no premium be- 
ing paid on any redemption after that 
date. 

The indenture also provides for a 
sinking-fund sufficient to redeem 
$45,000 principal amount of said 
bonds on October 1, 1945, and on 
October Ist of each year thereafter, 
producing a total redemption of bonds 
during their life of $180,000. It also 
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contains a provision that no dividends 
shall be declared or paid upon any 
stock of the company except out of 
current net income available for divi- 
dends. 

A decision of the court of appeals on 
October 20, 1944, having been made 
in the Chelrob Case, supra, the com- 
pany planned to pay the judgment and 
interest on December 18, 1944, 
amounting to $457,448.45. The funds 
for this purpose were to be provided 
out of cash in the company’s treasury. 
The payment of this amount will have 
a serious effect upon surplus, reducing 
that amount as of October 31, 1944, 
to less than $250,000. 

The company originally submitted 
an exhibit purporting to show that the 
“resulting improvement” of the issu- 
ance of the bonds as originally pro- 
posed would be $77,707.76 on an an- 
nual basis and a saving of $46,624.66 
after a credit for Federal income taxes 
at a rate of 40 per cent. Of course, 
these figures do not adequately repre- 
sent the complete picture; neither is 
a correct figure for the annual savings 
throughout the life of the bonds.’ It 
is obvious that the refunding of a 5 
per cent bond with a 34 per cent bond 
will be of considerable advantage to 
the company unless the momentary ad- 
vantage for a 5-year period is offset by 
a higher rate of interest when the pres- 
ent issue is refunded as it must be not 
later than October 1, 1949. The com- 
pany is really staking its judgment on 
its ability to refund the unamortized 
portion at an interest rate which will 
not be materially in excess of 34 per 
cent over a long period. But if inter- 


est rates should materially advance by 
the time they are refunded, the com- 
pany can easily stand to lose over the 
life of the bonds issued to refund the 
bonds now being proposed. Most 
companies have protected themselves 
against higher interest rates in the 
future by calling for redemption issues 
which have not yet reached their 
maturity, by paying the premiums for 
such redemption before maturity and 
by issuing long-term bonds at current 
interest rates. Whether the judg- 
ment of this company is sound only 
experience will tell, but it is worth 
noting that it is contrary to the gen- 
eral practice which has resulted in the 
recent refunding of utility bonds 
amounting to billions of dollars. 

The company has placed in evidence 
an exhibit purporting to show that 
the estimated expenses in connection 
with the new issue will amount to 
$27,800. Spread over a period of less 


_than five years (the remaining life of 


the bonds) an annual amortization of 
over $6,000 is required, equivalent to 
an annual rate of interest of 2/10 of 
one per cent, a substantial and rather 
unusual amortization charge. Of 
course, this is due to the fact that 
many of the expenses set forth in Ex- 
hibit 7 would be the same whether the 
life of the bonds is five or thirty years, 
and when bonds are refunded at short 
intervals the nominal interest rate is 
not the real interest rate and the differ- 
ence often wipes out any advantage 
due to refunding making the refunding 
undesirable. 

The order in this proceeding, fol- 
lowing our uniform practice, limits ex- 





1In the petition, the company states that 
it is believed that the issuance of the bonds 
as proposed “will effect a saving in interest 


charges estimated to be approximately $56,250 
per year.” This sum is not supported by any 
of the exhibits offered in evidence. 
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penses to the amount named ($27,- 
800) and reserves to the Commission 
consideration and approval of all of the 
expenditures when submitted by the 
company. 

The accounts of the petitioner have 
been under scrutiny by the staff of the 
Commission and many changes have 
been recommended in another pro- 
ceeding. 

Mr. Booth comptroller of the peti- 
tioner, testified that the company had 
made many of the changes in its ac- 
counts recommended by the staff of 
the Commission, but that it had not 
removed from its property accounts 
$501,369.55 called ‘Miscellaneous In- 
tangibles,” which the Commission’s 
staff held should be eliminated. 


This is not the place to consider 
what further changes should be made 
in the balance sheet of the company in 
order to put the accounts on a sound 


basis and to eliminate fictitious and 
uncollectible assets from the list. For 
example, besides the item just named, 
there is a serious question as to the 
disposition of advances to the petition- 
er from its parent company of over 
$1,900,000 in which there is already 
interest amounting to over $426,000. 
The company is paying to its parent 
34 per cent on the principal amount 
due. 

Further, in view of the cumulative 
preferred dividends already in arrear 
amounting to over $1,700,000 and the 
reduction in the company’s reported 
surplus due to the judgment in the 
Chelrob Case, supra, it is obvious that 
this company is not in a sound finan- 
cial condition and that it is greatly in 
need of a thorough reconstruction. 
One might also call attention to the 
fact that against a book cost of about 
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$9,330,000 of utility plant in service, 
the company has accumulated in its 
depreciation reserves only about 
$1,340,000. The amount of accrued 
depreciation has not yet been deter- 
mined by the Commission, but if this 
company is following in the footsteps 
of other companies in the system, its 
reserves are considerably inadequate. 

These facts bring us to consider two 
very important questions regarding 
any security issue: (1) Has the 
company property, when considered 
upon a sound and conservative basis, 
substantially in excess in value of the 
face value of the bonds to be issued? 
While as stated, the Commission has 
not yet determined the original cost 
of the property and the amount of ac- 
crued depreciation applicable thereto, 
it is apparent from the investigations 
so far as they have been made that on 
the basis of original cost less accrued 
depreciation, the company has prop- 
erty in excess of the face value of the 


bonds. 


(2) Will the earnings at reasonable 
rates be sufficient to pay interest and 
amortization on the new bonds and 
will they be sufficiently in excess of 
this amount to justify their issue? 

In Exhibit 19, the company pur- 
ports to show for the twelve months 
ended October 31, 1944, a net income 
of $97,089.79 in excess of all operating 
expenses, depreciation charge of about 
$175,000, taxes including Federal in- 
come tax, and ‘current interest and 
amortization. The current interest on 
the bonds and the amortization of 
bond expense amount to over $177,- 
000 per year. This will be substantial- 
ly reduced (to about $100,000) and 
the reported net income increased to 
more than $150,000. The reported 
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gross income of $406,000 before de- 
duction of any income tax or interest 
and amortization charges is almost 
four times the interest and amortiza- 
tion on the new bonds alone; but this 
is an unfair comparison, for Exhibit 
19 shows that in addition to interest 
and amortization on the outstanding 
bonds, there were interest and other 
charges amounting to between $65,- 
000 and $70,000 and income taxes of 
over $62,000. If these be deducted 
from the gross income of $406,000, 
the reported earnings would be about 
$270,000, or about two and a half 
times the interest and amortization on 
the new bonds. 

However, all of these figures are 
subject to many additional considera- 
tions and adjustments. In the first 
place, $175,000 for depreciation ac- 
cruals to the reserve is less than 2 per 
cent on the alleged original cost of the 
Any 


gas and electric plant in service. 
substantial increase in the depreciation 
reserve charge will considerably re- 


duce the reported net income. Fur- 
ther, the reduction in the interest on 
the bonds will in and of itself increase 
the taxable income and the income and 
excess profits taxes. 

While it is not possible to arrive at 
any dependable figures from the rec- 
ord in this case, it seems that if the 


company is properly managed, its ac. 
counts placed upon a proper basis 
and its financia! structure made more 
realistic, the company should be able 
to earn a return sufficient to pay in- 
terest and amortization on the new 
bonds and a fair margin. It is to be 
borne in mind that interest on the 
bonds is a prior lien on the earnings 
to interest on the advances to the par- 
ent company and dividends on the pre- 
ferred and common stocks. 

The company has introduced in the 
record exhibits purporting to show the 
action of the board of directors of the 
petitioner and minutes of meetings of 
the stockholders on the original peti- 
tion; also, an affidavit by Mr. E. F. 
Barrett, president of the company, as 
required by the rules of the Commis- 
sion, which alleges that the original 
plan provided for the sale of bonds “on 
the most advantageous terms obtain- 
able.” In view of the modified plan, 
which resulted from the lack of ap- 
proval by the Commission of the orig- 
inal proposal and which is more ad- 
vantageous to the company, the aff- 
davit seems somewhat at variance 
with the facts. 

I recommend that the company be 
authorized to issue the bonds as pro- 
posed in the amended petition, subject 
to the usual terms and conditions. 
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FEDERAL POWER COMMISSION 


Re Memphis Natural Gas Company 


Docket Nos. G-522, G-549, Opinion No. 119 
November 21, 1944 


EHEARING on application for authority to construct and oper- 
R ate natural ‘gas pipe-line facilities; authority granted subject 
to conditions. 


Certificates of convenience and necessity, § 104 — Natural gas pipe line — Factors 
affecting approval. 

1. A natural gas company should be authorized to construct and operate 
proposed natural gas pipe lines to make available additional supplies of gas 
and to transport more gas to meet increased demands of its present cus- 
tomers, where the company’s existing natural gas reserves are equivalent 
to no more than eight years’ supply at recent rates of production and where 
daily delivery capacity of existing wells is declining, where gas suppliés 
which will be available upon completion of new pipe lines will be adequate 
to serve the requirements of existing customers, where present delivery 
capacity of existing facilities is insufficient to meet adequately the peak day 
requirements of the applicant’s existing customers, and where it would 
effect more reliable service by enabling the company to maintain partial 
service in event of a break in one of the existing lines, p. 277. 

Certificates of convenience and necessity, § 73 — Natural gas pipe-line construc- 

tion — Imposition of conditions. 

2. The Commission, in authorizing the construction and operation of nat- 
tural gas pipe-line facilities, prohibited the use of the facilities authorized 
for the transportation or sale of natural gas to any new customers except 
upon specific Commission authorization, in view of objections based, among 
other things, upon conservation of natural gas resources, since the certifi- 
cate proceeding should not be expanded so as to consider the problems 
posed by the objectors, p. 280. 


> 


APPEARANCES: P. A. Frye, Secre- sion, city of Memphis, Tenn.; John 
tary, Louisiana Public Service Com- Wisdom, President, West Tennessee 
mission, Baton Rouge 4, La.; H. W. Gas Company, Jackson, Tenn. 

Bell, Director, Department of Conser- Wheat and May, Counsel for Inde- 
vation, State of Louisiana, Division of pendent Natural Gas Association of 
Minerals, Baton Rouge 4, La.; Tom America, Washington 5, D. C.; Hon. 
]. McGrath, Attorney, National Coal Richard B. McEntire, Chairman, 
Association, et al. and Order of Rail- State Corporation Commission, Tope- 
way Conductors, et al, Washington, ka, Kansas; Louis E. Clevenger, Gen- 
D. C.; Thomas H. Allen, President, eral Counsel, State Corporation Com- 
Memphis Light, Gas & Water Divi- mission, Topeka, Kansas; Hon. Mar- 
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vin Hathcoat, Chairman, Department 
of Public Utilities, Little Rock, 
Arkansas; Hon. David W. Heath, 
Assistant Attorney General, Railroad 
Commission of Texas, Austin, Texas; 
Hon. Greek L. Rice, Attorney Gen- 
eral, The State of Mississippi and The 
State Oil & Gas Board of the state of 
Mississippi, Jackson, Miss. 

T. A. McEachern, Jr., Attorney, 
Memphis Natural Gas Company, New 
York 5, N. Y.; Crabtree and Little, 
Attorneys, for Memphis Light, Gas 
& Water Division, Memphis, Tenn. ; 
Edward P. Russell, Attorney, for 
Memphis Natural Gas Company, 
Memphis, Tenn.; Alden T. Shotwell, 
Attorney, for Memphis Natural Gas 
Company, Monroe, La.; Hon. Leland 
Richardson, Special Assistant Attor- 
ney General, Baton Rouge, La. 

James W. Haley, National Coal 
Assn., et al., Washington, D. C.; 
Welly K. Hopkins, United Mine 
Workers, Washington, D. C.; W. F. 
Barry, Attorney, for state of Tennes- 
see, Nashville, Tenn. 

R. B. McCulloch, Special Attorney 
for Department of Public Utilities, 
Little Rock, Ark.; Hon. Sam H. 
Jones (former Governor of Louisi- 
ana) Lake Charles, La.; Hon. Fred 
S. LeBlanc, Attorney General State 
of Louisiana, Baton Rouge, La. ; Hon. 
Nat B. Knight, Chairman, Louisiana 
Public Service Commission, New Or- 
leans, La. 

Hon. Jos. L. McHugh, Commis- 
sioner of Conservation, Baton Rouge, 
La.; Hon. James H. Davis, Governor 
of Louisiana, Baton Rouge, La. ; Hon. 
James I. Smith, Executive Counsel to 
Governor Davis, Baton Rouge, La.; 
Hon. Ernest P. Smith, Assistant At- 


torney General, State of Tennessee, 
Nashville, Tenn.; W. H. Cobb, Chief 
Engineer, Department of Public Util- 
ities, Little Rock, Ark.; Clark Lloyd, 
Esq., Oil & Gas Division, Railroad 
Commission of Texas, Austin, Texas: 
H. L. Mann, President, Memphis 
Natural Gas Company, Memphis 3, 
Tenn.; W. L. Brunner and Harry §. 
Littman, Counsel for Federal Power 
Commission, Washington, D. C. 


By the Commission: By order en- 
tered August 1, 1944, we granted a re- 
hearing on our order of June 10, 1944, 
dismissing without prejudice the ap- 
plication of Memphis Natural Gas 
Company (hereinafter called “appli- 
cant”), filed January 31, 1944, in 
Docket No. G-522, for a certificate of 
public convenience and necessity un- 
der § 7(c) of the Natural Gas Act, 15 
USCA § 717{(c), as amended. Such 
application sought authorization for 
the construction and operation of three 
18-inch O. D. pipe lines, aggregating 
approximately 614 miles in length, 
paralleling the unlooped portions oi 
applicant’s existing natural gas main 
transmission line in Chicot county, 
Arkansas, and Bolivar, Coahoma, and 
Tunica counties, Mississippi. There- 
after, the proceeding on rehearing was 
consolidated, for purposes of hearing, 
with an application filed by the same 
company May 20, 1944, and amended 
August 22, 1944, in Docket No. G- 
549, seeking authority to construct 
and operate a 20-inch O. D. natural 
gas transmission pipe line approxi- 
mately 494 miles in length extending 
from the North Lisbon gas field in 
Claiborne Parish, Louisiana, to appli- 
cant’s Guthrie compressor station in 
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RE MEMPHIS NATURAL GAS CO. 


the Monroe gas field in Ouachita Par- 
ish, Louisiana.* 


After appropriate notice, the con- 
solidated hearings were commenced in 
Memphis, Tennessee, September 7, 
1944, and concluded October 5, 
1944. Oral argument in these pro- 
ceedings was heard by the Commis- 
sion sitting en bane on October 16, 
1944. Briefs were waived. 

In our order of June 10, 1944, dis- 
missing the application in Docket No. 
G-522, we found, inter alia, from the 
evidence before us, that: 

“In view of the limited natural gas 
reserves shown by the record to be 
available to applicant, their present 
rapid rate of depletion, and the effect 
of excessive rates of withdrawal on the 
ultimate recovery of gas therefrom, it 
is necessary and appropriate in the 
public interest that such natural gas 
resources be conserved in so far as pos- 
sible for domestic, commercial, and 
superior industrial uses.” 
and we concluded that: 

“The record does not contain a suf- 
ficient showing that the proposed con- 
struction and operation are or will be 
required by the present or future pub- 
lic convenience and necessity.” 

It is clear, therefore, that the Com- 
mission’s order of June 10, 1944, dis- 
missing the application without preju- 
dice was based upon the fact that the 
evidence then presented was not suf- 
ficient to show that the public con- 
venience and necessity required the 
construction of the proposed facilities. 

At the rehearing applicant presented 
considerable additional evidence with 


respect to natural gas supplies and 
showed that, subsequent to our June 
10, 1944, order, arrangements had 
been entered into with United Gas 
Pipe Line Company (hereinafter 
called ‘“United’”’) and Southwest Gas 
Producing Company, Inc. (hereinafter 
called “Southwest”) for the purpose 
of making available to applicant sub- 
stantial additional gas supplies in the 
Lisbon field and ten other gas fields in 
northern Louisiana and eastern Texas. 
Additional evidence was also offered 
relating to the natural gas require- 
ments of applicant’s customers and 
the necessity for the installation of the 
proposed facilities, including the need 
for the 20-inch line to the Lisbon 
field. We have, therefore, carefully 
reconsidered our previous action in the 
light of such additional evidence. 


Jurisdiction 


Applicant owns and_ operates, 
among other facilities, a partially 
looped 18-inch O. D. natural gas main 
transmission line extending in a gen- 
eral northerly direction from its Guth- 
rie compressor station in the Monroe 
gas field in Louisiana, across the 
Louisiana-Arkansas state line, through 
Arkansas and Mississippi and into 
western Tennessee. By means of this 
line, applicant transports natural gas 
through or into such states where it is 
sold at wholesale for ultimate public 
consumption. It is clear and uncon- 
troverted that applicant is, therefore, 
a “natural gas company” within the 
meaning of the Natural Gas Act, and 
that the proposed facilities are subject 





1By the original application in Docket No. 
G-549, applicant sought to construct a 123- 
inch O. D. pipe line 484 miles in length from 
its Guthrie station to the North Lisbon field. 


[18] 273 


By the amendment to such application, the 
pipe-line diameter was changed to 20 inches 
and the length to 494 miles. 
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to the requirements of subsections 
(c) and (e) of § 7 of the act. 


The Proposed Facilities 


The proposed main-line loops would 
provide applicant with two parallel 18- 
inch O. D. pipe lines from the Monroe 
field to applicant’s principal market at 
Memphis, Tennessee, and increase the 
24-hour delivery capacity. of its pipe- 
line system from 134,000 thousand 
cubic feet to 155,000 thousand cubic 
feet. Applicant proposes to utilize this 
enlarged capacity to meet the increased 
demands of its present customers.* 

The proposed 20-inch line to the 
Lisbon gas field is designed to have an 
initial capacity to deliver 100,000 
thousand cubic feet per day at appli- 
cant’s Guthrie compressor station.® 
The capacity of the Lisbon line is pro- 
posed to be dedicated for applicant’s 
own use and for the transportation of 
gas for United on a 50-50 basis.* The 
portion of the capacity of such line 
dedicated to applicant’s own service is 
to be used to transport natural gas 
purchased by applicant from South- 
west to the discharge side of the 


Guthrie compressor station, and thence 
to applicant’s customers served from 
its main transmission pipeline. The 
portion of the capacity of the Lisbon 
line dedicated to United is to be used 
to transport United’s gas to Guthrie 
station, where part will be sold to ap- 
plicant and part delivered into the 
pipe-line system of United for ultimate 
delivery to the latter’s other custom- 
ers.° 


The War Production Board has au- 
thorized the use of the critical ma- 
terials required for the construction of 
the proposed facilities. 


Cost of Facilities 


The estimated over-all cost of the 
proposed facilities is $2,553,000, of 
which $1,440,000 represents the cost 
of the Lisbon line and $1,113,000 the 
cost of the main-line looping. 

Applicant has negotiated a loan 
with the Harris Trust and Savings 
Bank of Chicago and the Union Plant- 
ers Bank and Trust Company of 
Memphis in the amount of $1,800,000, 
bearing an interest rate of 2} per cent 
per annum. The remainder necessary 





® Applicant’s wholesale customers are served 
under gas-sales agreements providing for de- 
livery by applicant of all amounts of nat- 
ural gas that may be required in the opera- 
tion of the customer’s distribution system or 
plant. Service was being rendered by appli- 
cant under these agreements on February 7, 
1942, the date of the amendment of § 7 of the 
Natural Gas Act, and was authorized by the 
certificate of public convenience and necessity 
issued under the provisions of the “grand- 
father” clause of § 7(c) of the act, as amend- 
ed, to applicant by order of the Commission 
entered September 9, 1942, in Re Memphis 
Nat. Gas Co. Docket No. G-315. 

8 Such initial capacity is without compressor 
facilities. The capacity can be increased up 
to 200,000 thousand cubic feet by the installa- 
tion of compressors. However, no such fa- 
cilities are proposed in the pending applica- 
tion. 

*The dedication is to be appropriately ad- 
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justed in the event United Gas Pipe Line 
Company or Southwest Gas Producing Com- 
pany, Inc. is required to deliver more than 
50 per cent of applicant’s gas requirement 
from fields other than Monroe. 

5It is estimated that for the 1944-45 win- 
ter peak day applicant will transport 63,150 
thousand cubic feet through the proposed Lis- 
bon line. This includes 24,075 thousand cubic 
feet to be purchased by applicant in the Lis- 
bon field. For United, applicant will trans- 
port 39,075 thousand cubic feet, of which 
24,075 thousand cubic feet will be sold by 
United to applicant at its Guthrie station and 
15,000 thousand cubic feet will be used to 
make up a deficiency in United’s Monroe field 
peak-day supply. Deliveries on the 1945-46 
winter peak day will be greater because ap- 
plicant anticipates a further decline in its 
Monroe field supply and United anticipates its 
Monroe field deficiency will be increased by 
50,000 thousand cubic feet. 


274 





RE MEMPHIS NATURAL GAS CO. 


fo construct the facilities will be 
fnanced from cash on hand. 

The evidence clearly establishes ap- 
plicant’s ability to construct, finance, 
and operate the proposed facilities. 

Applicant proposes to continue in 
effect the present rates to its custom- 
ets, and no increase in its rates is con- 
templated by reason of the construc- 
tion and operation of the proposed 
facilities. 


Natural Gas Supply 


Applicant now secures its entire 
natural gas supply from the Monroe 
gas field, at its Guthrie compressor 
station, under purchase agreements 
with United and Southwest. At the 
former hearing, the Director of Min- 
erals of the Department of Conserva- 
tion of Louisiana testified that the total 
remaining recoverable reserves in that 
feld were approximately 2.1 trillion 


cubic feet, a supply of approximately 
eight years at the rate of production 
which prevailed in January, 1944; that 
gas was being withdrawn from such 
field at “too rapid a rate”; and that 
production therein should be curtailed 
as a matter of sound conservation. 


At the rehearing, witnesses corrob- 
orated the previous testimony that 
the remaining recoverable reserves in 
the Monroe field are equivalent to not 
more than eight years’ supply at recent 
rates of production. Evidence was 
also presented showing that the daily 
delivery capacity of the wells now sup- 
plying gas to applicant is declining at 
arate of from 15 to 23 per cent per 


year. Furthermore, applicant submit- 
ted testimony for the first time at the 
rehearing disclosing that on the 1944- 
45 winter peak day it will have a de- 
pendable natural gas supply from the 
Monroe field of only 112,350 thousand 
cubic feet per day, after making appro- 
priate allowances for normal operating 
conditions. This is 21 per cent less 
than the volume of 141,697 thousand 
cubic feet which applicant received 
from the same field on its 1943-44 
winter peak day. 

At the time of the original hearing, 
arrangements had been made by appli- 
cant to secure some additional gas sup- 
plies from one proven gas field outside 
the Monroe field. Such arrangements 
consisted of a contract covering the 
proposed purchase of gas by applicant 
through Southwest from Big West 
Drilling Company, which controls ap- 
proximately 6,000 acres in the North 
Lisbon field.?. Such acreage, however, 
was subject to a prior contract under 
which Big West was required to first 
supply up to 30,000 thousand cubic 
feet per day to the Ozark Ordnance 
Works of the United States, near El 
Dorado, Arkansas. We found from 
the evidence before us at the former 
hearing that Big West was then able 
to supply to applicant only about 10,- 
000 thousand cubic feet per day from 
its existing wells in the North Lisbon 
field, and that the estimated gas re- 
serves controlled by Big West in that 
field amounted to 138,773,000 thou- 
sand cubic feet, which was equivalent 
to approximately nine years’ supply 





SThe record shows that under ideal con- 
ditions, with perfect dispatching and opera- 
tion of producing facilities supplying appli- 
cant from the Monroe field, the estimated 
peak-day supply from that field might be as 
high as 122,000 thousand cubic feet. 
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7 The original application filed in Docket 
No. G 549 was for the purpose of transport- 
ing such gas from the North Lisbon field to 
applicant’s Guthrie station by means of a 123- 
inch outside-diameter pipe line. 
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based upon withdrawals of 40,000 
thousand cubic feet per day. 

It was apparent, therefore, from the 
record made at the former hearing, 
that the natural gas supplies available 
to applicant at that time were inade- 
quate to warrant the enlargement of its 
main-line capacity by the installation 
of the proposed loop-line facilities. 

However, the evidence presented at 
the rehearing shows that applicant re- 
cently made further arrangements to 
secure substantial additional gas sup- 
plies. Subsequent to our order dis- 
missing the application, applicant en- 
tered into a letter agreement with 
United, dated August 1, 1944, and 
with Southwest, dated September 19, 
1944, whereby United and Southwest 
each agree to supply one half of all 
additional gas required by applicant 
from fields other than Monroe. Ini- 


tially, such gas is to be obtained by 


Southwest and United from the Lisbon 
field, where both companies have gas- 
purchase contracts with producers. 
The evidence shows that for the 1944- 
45 winter peak United has available 
for delivery to applicant in the Lisbon 
field a minimum of 48,207 thousand 
cubic feet and a maximum of 102,- 
807 thousand cubic feet per day. 
Moreover, subsequent tothe adoption 
of the order dismissing the application, 
Big West drilled additional wells in 
the North Lisbon field, which, it is 
estimated, will enable it to deliver to 
applicant in such field for the 1944-45 
winter peak a minimum of 25,500 
thousand cubic feet and a maximum 
of 54,314 thousand cubic feet per day. 
Thus, it clearly appears from the addi- 
tional evidence that the deliverability 
available to applicant in the Lisbon 
field for the coming winter will be 
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from 73,707 thousand cubic feet to 
157,121 thousand cubic feet per day, 
as compared with only 10,000 thoy. 
sand cubic feet shown at the former 
hearing. 

By its letter agreement of August 
1, 1944, United also agrees, when te. 
quired by applicant, to construct 3 
pipe line having a capacity of approxi- 
mately 100,000 thousand cubic feet 
per day from its Webster compressor 
station in Webster Parish, Louisiana. 
to the western terminus of applicant’s 
proposed Lisbon line, a distance of 
approximately 40 miles. Upon the 
completion of such line, United will 
be able, and agrees, to supply such ad- 
ditional volumes of natural gas as ap- 
plicant may require from other gas 
fields, including the Bethany, Cotton 
Valley, Lake Bisteneau, Joaquin-Lo- 
gansport, Rodessa, Sibley, Sligo, Sug- 
ar Creek, Waskom, and Carthage gas 
fields in northern Louisiana and east- 
ern Texas. 

The evidence introduced at the re- 
hearing shows that United’s wells and 
facilities in the aforementioned 10 
fields and the Lisbon field, as of Au- 
gust 1, 1944, had a delivery capacity 
of 909,048 thousand cubic feet per 
day with which to meet the demands 
on these fields of United’s own custom- 
ers for the expected 1944-45 winter 
peak of 398,129 thousand cubic feet 
(exclusive of deliveries to applicant) 
This is 510,919 thousand cubic feet 
per day more capacity than required 
for delivery to such customers. Unit- 
ed estimated that its recoverable re- 
serves in such fields (including Lisbon 
field) totalled 2,281,080,000 thousand 
cubic feet, as of August 1, 1944, and 
that such reserves are equivalent to a 
sixteen to twenty-seven years’ supply 
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for customers to be supplied by United 
from such fields, after allowing for 
deliveries of 27,000,000 thousand 
cubic feet per year by United through 
the proposed Lisbon line. 

The evidence submitted at the re- 
hearing shows, moreover, that between 
August 1, 1944, and the early part of 
September, 1944, additional drilling in 
the Carthage field in Texas had in- 
creased the proven gas reserves in that 
field by at least 500,000,000 thousand 
cubic feet; that during the past four 
or five years additions to natural-gas 
reserves in northern Louisiana, 
through discoveries, have approxi- 
mately equalled current annual gas 
withdrawals in that area; and that for 
the entire state, additions through dis- 
covery have been at least twice as great 
as withdrawals. 

It is manifest, from the additional 
evidence now before us, that the gas 
supplies available to applicant, as aug- 
mented through its letter agreements 
with United and Southwest, will be 
adequate to serve the requirements of 
its castomers by means of the proposed 
facilities for a considerable period. 


It is noted that such letter agree- 
ments, which applicant entered into 
with United and Southwest, provide 
that the parties will enter into formal 
contracts covering the arrangements 
set forth in such letter agreements, 
subject to certain conditions which 
must be met before the formal con- 
tracts are executed. It is considered 
appropriate in the public interest, 
therefore, that applicant should be re- 
quired to complete and file such formal 
contracts with the Commission within 
ninety days from the date hereof. 
However, the terms of such contracts 
shall not be binding upon this Com- 
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mission in exercising its authority un- 
der the Natural Gas Act. 


Public Convenience and Necessity 


[1] It appeared from the evidence 
adduced at the former hearing that 
applicant could deliver to its whole- 
sale customers on peak days 134,000 
thousand cubic feet of natural gas, i. e., 
the full rated 24-hour capacity of its 
existing pipe-line system. It further 
appeared that Memphis Light, Gas 
and Water Division could manufacture 
and deliver to its consumers on peak 
days approximately 5,000 thousand 
cubic feet per day of gas of about 
the same heating value as natural gas 
and also supply approximately 2,000 
thousand cubic feet of natural gas per 
day from its holders. Therefore, we 
concluded from the previous record 
that a total of 141,000 thousand cubic 
feet of gas was available to meet the 
peak-day requirements of applicant’s 
customers. The evidence in the form- 
er hearing also indicated that the total 
capacity of standby fuel equipment on 
the premises of industrial consumers 
was equivalent to approximately 26,- 
000 thousand cubic feet of natural gas 
per day, which, together with the above 
141,000 thousand cubic feet, made a 
total of 167,000 thousand cubic feet of 
natural gas, or its equivalent, which 
appeared to be available on peak days 
for consumers served from applicant’s 
system. 

According to the evidence at the 
prior hearing, the total estimated de- 
mand of applicant’s customers for the 
peak day of the 1944-45 winter, at an 
assumed mean temperature of 10° F., 
was 164,637 thousand cubic feet. 
Thus, it appeared that the available 
peak-day supply of 167,000 thousand 
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cubic feet would exceed the peak-day 
demand of 164,637 thousand cubic 
feet by 2,363 thousand cubic feet. Ac- 
cordingly, we concluded from such evi- 
dence that no necessity had been shown 
for applicant to enlarge its pipe-line 
capacity by the installation of the pro- 
posed loop-line facilities. 

At the rehearing, however, addi- 
tional evidence was offered with re- 
spect to the requirements of appli- 
cant’s customers, the availability on 
peak days of supplies from applicant’s 
existing pipe-line facilities, the manu- 
factured-gas and holder storage facil- 
ities of Memphis Light, Gas and 
Water Division, and standby fuel 
equipment on consumers’ premises. 
Such evidence requires us to revise 
certain findings made in our order of 
June 10, 1944, dismissing the applica- 
tion in Docket No. G-522. 

Applicant offered testimony at the 
rehearing showing that it cannot de- 
liver the entire rated pipe-line capac- 
ity of 134,000 thousand cubic feet to 
its wholesale customers on peak days. 
Studies submitted by applicant’s chief 
engineer at the rehearing disclosed 
that, due to hourly variations in cus- 
tomers’ demands, it is necessary either 
to deliver 4,000 thousand cubic feet 
on the peak day to the Memphis Gen- 
erating Company, applicant’s only di- 
rect industrial customer, in order to 
operate the existing pipe line at its full 
delivery capacity, or to slow down the 
rate of pumpage through the pipe line 
during the night by the same amount. 
Applicant considers the former to be 
the safer and more practical operat- 
ing procedure. In either event, the 
practical capacity of applicant’s pipe 
line to deliver natural gas to its whole- 
sale customers on the peak day would 
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be approximately 130,000 thousang 
cubic feet. Likewise, the correspond. 
ing practical capacity of the proposed | 
enlarged line would be approximately 
153,000 thousand cubic feet, or about 
2,000 thousand cubic feet less than 
its total rated capacity of 155,000 
thousand cubic feet. 

Although it appeared from the eyi- 
dence in the original hearing that 
Memphis Light, Gas and Water Dj- 
vision could manufacture approximate- 
ly 5,000 thousand cubic feet per day 
—the rated 24-hour capacity of the 
manufactured-gas plant in Memphis 
—and that it could also deliver approx- 
imately 2,000 thousand cubic feet of 
natural gas from its holder storage, 
the additional evidence presented at 
the rehearing showed that these facili- 
ties could be depended upon to deliver 
to consumers not more than 3,480 
thousand cubic feet on the first day 
of a peak period. This was developed 
through evidence demonstrating that 
such manufactured gas and_ holder 
facilities are, in effect, a single source 
of supply, which can be operated in 
connection with the Memphis distribu- 
tion system only during a part of the 
peak day. 

Moreover, in the rehearing, evi- 
dence was submitted that the 24-hour 
capacity of standby fuel equipment on 
the premises of industrial consumers 
was equivalent to approximately 24,- 
322 thousand cubic feet of natural gas 
per day, but as a practical matter only 
14,377 thousand cubic feet of such 
capacity can be used on the first day 
of the peak period. This is for the 
reason that uncertainties of weather 
forecasts make it impracticable to be- 
gin curtailment of such consumers 
until the morning of the peak day 
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when it becomes clear that the distribu- 
tion system demands will exceed the 
bility of the pipe line to deliver gas. 
In the rehearing, the estimated de- 
mands of applicant’s wholesale cus- 
mers for the 1944-45 winter peak 
day, assuming a mean temperature of 
10° F. at Memphis, were revised as 
follows : 

Re- 


hearing 
M cu. ft. 


Original 
Hearing 
M cu. ft. 
Louisiana Power and Light 
Company 32 33 
Arkansas Power and Light 
1,575 2,500 


Company 
22,030 22,230 


Mississippi 
Light Company 
134,000 134,287 
8,000 


Memphis Light, Gas and 
Water Division 
West Tennessee Gas Com- 
167,050 





164,637 


Additionally, it is noted that Mem- 
phis Light, Gas and Water Division 
has received applications for gas serv- 
ice from city schools and industrial 
establishments whose estimated de- 
mands total more than 13,000 thou- 
sand cubic feet per day. The Division 
anticipates that its peak-day demand 
on the 1945-46 winter peak day, due 
to growth of residential, commercial, 
and industrial load, will be approxi- 
mately 8,700 thousand cubic feet more 
than on the 1944-45 winter peak day, 
assuming a mean temperature of 10° 


F, 


Necessity for Proposed Loop Lines 
It is clear from the record now 
before us that the delivery capacity of 
the present main-line facilities is in- 
sufficient to meet adequately the peak- 


day requirements of applicant’s cus- 
tomers. The evidence shows that the 
practical 24-hour delivery capacity of 
applicant’s existing pipe line is 130,- 
000 thousand cubic feet, which is 37,- 
050 thousand cubic feet less than the 
167,050 thousand cubic feet estimated 
demand of applicant’s wholesale cus- 
tomers for the 1944-45 peak day, at a 
mean temperature of 10° F. Of this 
deficiency, 14,377 thousand cubic feet 
can be met from consumers’ standby 
fuel equipment and 3,480 thousand 
cubic feet by deliveries from the manu- 
factured gas and holder facilities in 
Memphis. However, this would still 
leave a deficiency of 19,193 thousand 
cubic feet. The evidence shows that 
such a deficiency would necessitate the 
curtailment or complete interruption 
of service on peak days to many ulti- 
mate consumers, including hospitals. 
low-rent housing developments, and 
educational institutions, as well as 
numerous industries irrespective of 
whether they have standby fuel equip- 
ment.® 


The proposed main-line loops, in 
Docket No. G-522, would provide a 
delivery capacity of 153,000 thousand 
cubic feet to meet the 167,050 thou- 
sand cubic feet estimated peak-day de- 
mand. The indicated deficiency of 14,- 
050 thousand cubic feet on this basis, 
can be taken care of by customers’ 
standby fuel equipment. Thus, it is 
clear from the evidence that the de- 
mands of applicant’s wholesale cus- 
tomers for the 1944-45 winter peak 
require the installation and operation 
of the proposed main-line loops. Even 





§ Among the consumers whose service would 
be thus affected are the following: 

Memphis Housing Authority (several low- 
tent housing developments), Memphis State 
College, St. Agnes Academy, Baptist Hospi- 
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tal, John Gaston (Municipal) Hospital, Oak- 
ville Memorial Sanitarium, St. Joseph’s Hos- 
pital, Methodist Hospital, Claridge Hotel, and 
United States Army Service Forces Depot. 
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so, it will be necessary for consumers 
to utilize their standby fuel equipment 
on peak days. 


Additionally, the proposed loop lines 
would permit applicant to render more 
reliable service by enabling it to main- 
tain partial service in the event of a 
break in one of the parallel lines. 


Necessity for Lisbon Line 

We have already adverted to the 
fact, established at the rehearing, that 
the dependable gas supply available to 
applicant in the Monroe gas field for 
the 1944-45 winter peak day is 112,- 
350 thousand cubic feet. Of this 
amount, 4,500 thousand cubic feet 
would be required by applicant for 
compressor station fuel, leaving only 
107,850 thousand cubic feet available 
for delivery to its customers. This is 
59,200 thousand cubic feet less than 
the estimated 167,050 thousand cubic 
feet demand of applicant’s wholesale 
customers for the 1944—45 winter peak 
day, at a mean temperature of 10° F. 
After consumers use the 14,377 thou- 
sand cubic feet of standby fuel capac- 
ity and 3,480 thousand cubic feet of 


gas available from the manufactured 
gas and holder facilities in Memphis, 
the deficiency remaining would be 41,- 


343 thousand cubic feet. Such a de- 
ficiency would necessitate the curtail- 
ment or complete interruption of serv- 
ice to numerous consumers, including 
office buildings, hotels, theaters, stores, 
apartment houses, hospitals and 
schools, irrespective of whether they 
have standby fuel equipment. 


Manifestly, the installation of ad- 
ditional facilities is required to enable 


applicant to augment its gas supplies 
from sources outside the Monroe field 
We conclude that the proposed con- 
struction and operation of the Lisbon 
line, in Docket No. G-549, will make 
available to applicant the gas supplies 
needed for the maintenance of adequate 
service to its present customers. 


Position of Interveners 


[2] We granted intervention in 
these proceedings to the states of Ten- 
nessee and Mississippi, the Memphis 
Light, Gas and Water Division of the 
city of Memphis, West Tennessee Gas 
Company, the Public Service Com- 
mission of Louisiana, the Department 
of Conservation of Louisiana, the Na- 
tional Coal Association, United Mine 
Workers, of America and certain rail- 
road labor unions,’ the State Corpora- 
tion Commission of Kansas, the De- 
partment of Public Utilities of Arkan- 
sas, the State Oil & Gas Board of 
Mississippi, the Railroad Commission 
of Texas, and the Independent Natural 
Gas Association of America. Most of 
these interveners arrayed themselves 
either for or against the applications, 
depending upon their individual inter- 
ests and points of view. 

The positions taken by the inter- 
veners are divergent. The principal 
contentions may be briefly summarized 
as follows: The Memphis Light, Gas 
and Water Division of the city of 
Memphis, supported by the state of 
Tennessee, contends that Memphis is 
a rapidly growing community requir- 
ing additional volumes of natural gas 
for its population and its expanding 





8QOrder of Railway Conductors, Brother- 
hood of Locomotive Engineers, Brotherhood 
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of Locomotive Firemen and Enginemen, and 
Switchmen’s Union of North America. 
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industries; *° that unless the proposed 
facilities are installed it will be neces- 
sry on winter peak days to curtail 
or completely interrupt service to es- 
gntial industries, commercial enter- 
prises and other customers having no 
standby fuel equipment, thereby im- 
pairing the welfare and normal growth 
of Memphis; and that the unlooped 
portions of applicant’s main line con- 
stitute a hazard to service which should 
be alleviated by the installation of the 
proposed dual main lines. 

The Public Service Commission of 
Louisiana and the Department of Con- 
servation of that state vigorously op- 
pose the granting of the certificates. 
The contention is that while’ Louisiana 
has natural gas resources, it is not en- 
dowed with coal deposits or water 
power; that the remaining gas re- 
serves in that state are approximately 
8} trillion cubic feet; that such re- 
serves are being withdrawn at the rate 
of some 4 trillion cubic feet per year, 
indicating a remaining life on the basis 
of such withdrawals of about seven- 
teen years; " and that such irreplace- 
able natural gas resources should be 
conserved for use within Louisiana— 
not transported to distant markets 
outside the state for use by competing 


industries where other fuels are avail- 


able. 


In opposition to the issuance of the 
certificates, the National Coal Associa- 
tion, United Mine Workers of Ameri- 
ca, and railroad labor unions argue 
that 88 per cent of all gas sold in 
Memphis for industrial purposes and 
76 per cent of the volume sold for 
commercial purposes is used for boiler 
fuel; that the industrial and commer- 
cial customers of Mississippi Power & 
Light Company likewise consume in 
excess of 90 per cent of their gas as 
boiler fuel; that in the interests of 
sound conservation coal should be used 
instead of natural gas for boiler fuel 
or other so-called inferior purposes ; 
and that the public convenience and 
necessity do not require the granting 
of the certificates, because, if the pro- 
posed facilities were not constructed, 
curtailments would need to be made 
only in service to consumers using gas 
for boiler-fuel purposes. No distinc- 
tion is made, however, in this argu- 
ment between boilers in power plants 
and large industries on the one hand, 
and boilers in small commercial estab- 
lishments, office and apartment build- 
ings, schools, hospitals, theaters, and 
hotels on the other hand. It is con- 
ceded, moreover, that if the deliver- 





10 The population of Memphis has steadily 
increased from 33,592 in 1880 to in excess of 
300,000 at present. Natural gas consumption 
in Memphis increased from 1,960,568 thousand 
cubic feet in 1929, when first introduced, to 
17,299,175 thousand cubic feet in 1943. Such 
1943 consumption, by classes of customers, was 
as follows : 

M cu. ft. Percentage 
4,272,545 24.7 
1,840,825 10.6 
9,554,030 55.2 


Residential 
ommercial 
Industrial 
Governmental and 
Municipal 8.2 
Public Utilities 219,776 1.3 


Total’. .cdvssusce & Eeeee ee 100.0 


11 However, a witness for the Conservation 
Department of Louisiana testified that the re- 
maining gas reserves in Louisiana amount to 
approximately 11 trillion cubic feet. The 
geologist of United testified that the present 
known reserves in Louisiana are in excess of 
12 trillion cubic feet and that additional re- 
serves are being discovered at a rate exceed- 
ing present withdrawals. 
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ability of the Monroe field is declining 
at the rate of 15 per cent per year “‘it 
will be necessary to obtain supplies 
from other fields in the comparatively 
near future.” 

In reply to the argument of the coal 
and labor interests, applicant contends 
that if it were deprived of its boiler 
fuel loads, increased rates to domestic 
arid commercial users would inevitably 
result. 

The Railroad Commission of Texas 
and the Independent Natural Gas As- 
sociation of America contend that the 
Natural Gas Act does not vest us with 
any authority over the the end-uses 
of natural gas, and therefore, that we 
cannot lawfully give effect to such con- 
siderations in determining the issue of 
public convenience and necessity. In 
sharp contrast to the position of Lou- 
isiana, the Texas Commission desires 
that no Federal restrictions whatever 
be imposed on the exportation of nat- 
ural gas from Texas.” 

The state of Tennessee contends 
that the attitude of Louisiana in this 
proceeding is “discriminatory” against 
Tennessee, since large quantities of 
gas are now being exported from 
Louisiana to other states, including 
Texas, Arkansas, Mississippi, Mis- 
souri, Illinois, Alabama, Georgia, and 
Florida, without restrictions. 

Additionally, it is noted that a rep- 
resentative of numerous land and 
royalty owners in the Lisbon gas field 
has urged that the applications be 
granted, stating that the proposed Lis- 
bon line would furnish the only de- 


pendable outlet for the sale of their 
gas. 

These conflicting contentions haye 
been given our careful consideration 
We have been keenly aware of the pe. 
cessity of finding a satisfactory soly. 
tion to the many perplexing problem; 
thus posed, not only in these proceed. 
ings, but also in other cases arising 
under § 7 of the Natural Gas Act 
In our 1940 Annual Report to Con- 
gress (at pp. 79, 80) we directed at 
tention to the growing importance of 
certain of these problems and suggest. 
ed the necessity for further investiga. 
tion and additional legislation. The 
Committee on Interstate and Foreign 
Commerce of the House of Representa- 
tives, in its report on H, R. 5249,a 
bill to amend § 7 of the Natural Gas 
Act (H. Rep. No. 1290, 77th Cong. 
Ist Sess. pp. 4, 5), deleted certain 
portions of the proposed bill, stating 
that : 

“The increasingly important prob- 
lems raised by the desire of several 
states to regulate the use of the natural 
gas produced therein in the interest 
of consumers within such states, as 
against the Federal power to regulate 
interstate commerce in the interest 0 
both interstate and intrastate consum- 
ers, are deemed by the committee to 
warrant further intensive study and 
probably a more detailed and compre: 
hensive plan for the handling thereof 
than that which would have been pro- 
vided by the stricken subsection.” 

These events, coupled with the 
growing intensity of the conflict be 
tween opposing interests in certificate 





12 Counsel for the Texas Commission stated : 
“We are great marketers of natural gas in 
Texas and we feel that the better the mar- 
ket, the larger the market, the better the 
price, and the better the price, the easier it 
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is to prevent physical waste of natural gas, 
because then you have landowners and every: 
one else undertaking to prevent waste and hold 
it down.” 
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ases coming before us under § 7 of 
the act, led to our adoption, on Sep- 
ymber 22, 1944, of an order in 
Docket No. G-580 instituting a com- 
rehensive investigation of the entire 
problem. The governors and regula- 
tory and conservation commissions of 
each of the states, the Interstate Oil 
Compact Commission, the natural gas 
industry, the coal, railroad, and labor 
organizations, and other interested 
patties have been invited to file state- 
ments of their views and suggestions 
concerning the matters to be covered 
in such investigation and the proce- 
dure which should be followed. Hear- 
ings are to be held as soon as prac- 
ticable, at which all interested persons 
will be given full opportunity to pre- 
sent their views. 

At the outset of the rehearing, it was 
announced that the Commission would 
institute the general investigation, 
above referred to, and counsel were 
invited to coOperate in confining the 
hearing to the facts substantially and 
immediately affecting the pending ap- 
fications. The instant proceedings 
are necessarily limited to the issues 
raised by such applications and must 
be decided on the record before us. 
It is apparent that we did not under- 
take in these proceedings the broad 
investigation instituted by our order 
entered in Docket No. G-580. 


This proceeding does not involve 
the construction of a pipe line to pro- 


vide service to new market areas. The 
evidence shows that the proposed 
facilities are required for the rendition 
of adequate service to applicant’s pres- 
ent customers in its existing markets. 
When completed, such facilities will 
hot permit applicant to serve more than 
an additional 21,000 thousand cubic 
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feet per day to its customers. More- 
over, applicant is now obtaining its 
natural gas supplies from the Monroe 
field from which large volumes of nat- 
ural gas are being transported to mar- 
kets outside of Louisiana. Applicant 
proposes initially to obtain its addi- 
tional natural gas supplies from the 
Lisbon field, the entire output of 
which, substantially, is now being ex- 
ported from Louisiana, and will con- 
tinue to be exported under existing 
contracts whether or not these appli- 
cations are granted. The total addi- 
tional gas to be sold by applicant con- 
stitutes only about 1.3 per cent of the 
total natural gas production of Lou- 
isiana marketed in the year 1942. 
Furthermore, the agreement between 
applicant and United contemplates 
that within a few years a sizable pro- 
portion of applicant’s additional gas 
supplies will come from Texas. 

While we are not unsympathetic 
with the effort of the producing state 
of Louisiana to protect and conserve 
its natural gas resources for the bene- 
fit of its citizens, it is apparent that 
denial of applicant’s request for these 
certificates will not afford the state of 
Louisiana a satisfactory solution of the 
problem posed by it. Such problem 
cannot be determined within the limits 
of these proceedings. It is reasonable, 
however, to condition the certificates 
so that the facilities herein authorized 
shall not be used for the transportation 
or sale of natural gas to any new 
customers of either applicant or United 
except upon specific authorization by 
this Commission. 


Conclusion 
Careful consideration of the entire 
record before us compels the conclu- 
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sion that the present and future public dence presented at the rehearing shoy. 
convenience and necessity require the ing, among other things, that appli. 
issuance of certificates authorizing the cant has, since the former hearing, en. 
construction and operation of the pro- tered into further arrangements for 
posed facilities, subject to the terms an ample gas supply, and that the pro- 
and conditions of the accompanying posed facilities are required for the 
order. In arriving at this conclusion maintenance of adequate service to its 
we have carefully considered the entire present customers. 

record, including the additional evi- 





NEW YORK COURT OF APPEALS 


Chelrob, Incorporated et al. 


Edward F. Raced et al. 


293 NY 442, 57 NE(2d) 825 
October 20, 1944 


gee from judgment reversing trial court’s judgment for 
plaintiff in action to recover alleged losses based on inter- 
company sales of gas; judgment of Appellate Division dismissing 
complaint against corporations reversed and remanded, and 
judgment of Appellate Division dismissing complaint against 
individual defendants affirmed. For Appellate Division de- 
cision, see (1943) 265 App Div 455, 266 App Div 669, 48 PUR 
(NS) 524,39 NY Supp(2d) 625. 


Corporations, § 16 — Responsibility of directors — Interlocking directorate. 
1. Members of interlocking directorates of affiliated gas companies elected 
by a company owning all of the voting stock of the affiliates may authorize 
corporate action by the corporation which they represent only if in their 
considered opinion such action will promote the best interest of that cor- 
poration and is fair to it, p. 288. 

Intercorporate relations, § 5.3 — Powers of court — Determinations by interlock- 

ing directorates. 

2. Determinations of members of interlocking directorates of affiliated gas 
companies with respect to the compensation to be paid for benefits received 
by one of the companies from the other are subject to judicial scrutiny, 
p. 288. 

Intercorporate relations, § 18 — Gas sales to affiliate — Fairness of rates. 
3. The directors of a gas company may not authorize it to accept from an 
affiliate, of which they are also directors, a price for a supply of gas fe 
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quired by the latter for distribution to its customers which would not be 
fair to the selling company, p. 291. 


Inercorporate relations, § 18 — Gas sales to affiliate — Fairness of rates. 
4. A fair price which a gas company should receive for the gas it sells to 
its affiliate for resale cannot be based upon an estimate of the hypothetical 
cost of expanding the affiliate’s plant and of producing there the gas re- 
ques by the latter company where further expansion is not feasible, 
p. 292. 


Intercorporate relations, § 18 — Gas sales to affiliate — Fairness of rates. 

5. The price charged by a gas company for the sale of gas to its affiliate 
for resale is not reasonable solely because it was fixed by the increment 
cost method, since the price fixed by that method would be fair to the sell- 
ing corporation only if it could be shown that it could continue to supply 
gas to its consumers at a price not lower than it could have exacted if 
the average cost of production had not been reduced by the increased pro- 
duction, p. 292. 


Evidence, § 11 — Presumption — Method of fixing rates. 
6. The court, in passing upon the reasonableness of the price charged by 
a gas company for gas supplied to an affiliate for resale, will not assume 
that the Commission would approve a rate measured by the increment 
cost method rather than by the production cost method in view of the Com- 
mission’s past practice of using the latter method, p. 292. 


Intercor porate relations, § 18 — Gas sales to affiliate — Basis for upholding trans- 
action. 

7. The court, in determining whether a contract providing for gas sales 
to an affiliate for resale should be set aside and whether the purchaser 
should pay a price which the court considered fair, applied the test of 
whether the corporate action was the result of the exercise by the direc- 
tors of their unbiased judgment in determining that such action would 
promote the corporate interest, p. 295. 


Intercorporate relations, § 5.3 — Jurisdiction of court — Gas sales to affiliate. 
8. The court has jurisdiction to review a determination by the directors 
of a gas company of the price to be paid for gas sold to an affiliate where 
they are also directors of the purchasing company and where the experts 
e. who prepared the report upon which the directors based their determina- 
lected tion were employed by both the purchasing and selling companies, p. 295. 
horize Hl Corporations, § 16 — Responsibility of directors — Fiduciary relationship. 
their 9. The relation of directors to corporations is of such a fiduciary nature that 
sie cal transactions between boards having common members are regarded as 
jealously by the law as are personal dealings between a director and his 
corporation, and where the fairness of such transactions is challenged the 
burden is upon those who would maintain them to show their entire fair- 
ness, and, where a sale is involved, the full adequacy of the consideration, 
p. 295. 


Intercor porate relations, § 5.3 — Gas sales to affiliate — Fairness of rate — Equity 
powers. 
10. The fixing of a fair price for gas sales to an affiliate may be required 
in equity where the purchasing and selling companies have common direc- 
tors and where the price was fixed upon the basis of reports predicated 
upon an erroneous assumption, p. 297. 
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Intercorporate relations, § 5.3 — Jurisdiction of court — Gas sales to affiliate 
11. That the Commission has jurisdiction to determine whether an inter. 
company contract of sale is not in the public interest does not divest the 
courts of jurisdiction to determine whether such contract should be upheld 
or set aside on equitable grounds, p. 297. 


Corporations, § 16 — Gas sales to affiliate — Liability of directors. 
12. An action for damages alleged to have been suffered by a gas company 
as the result of selling gas to its subsidiary having common directors at ap 
alleged inadequate price should be dismissed against the directors on the 
merits where they acted in good faith and upon studies prepared by com. 
petent engineers, p. 297. 


Appeal and review, § 67 — Remittance to lower court. 

13. An appeal from a lower appellate court’s decision relating to the rea- 
sonableness of the price of gas sold to an affiliate having common directors 
should be remitted to the lower appellate court for the purpose of review. 
ing the correctness of the trial court’s calculation of a different price from 
that fixed by the directors, where the appellate court, in holding that the 
trial court was not justified in setting aside the price fixed, failed to review 
the correctness of the trial court’s calculation, p. 297. 


* 


APPEARANCES: Milton Paulson, 


Abraham L. Pomerantz, Harry Taber- 
shaw, Robert C. Richter, Joseph A. 
Ruskay, and Edwin V. Hellawell, all 


of New York city, for appellants; 
Charles G. Blakeslee, of New York 
city, John J. Donohue, of Mineola, 
and John C. Bruckmann and Charles 
E. Elbert, both of Bruckmann, and 
Charles E. Elbert, both of Lighting 
Co. ; Jackson A. Dykman, of Brooklyn, 
and Edward J. Crummey, of New 
York city, for respondent Nassau & 
Suffolk Lighting Co. ; Stephen Callag- 
han, Ralph Stout, and Thomas A. 
Gaffney, all of New York city, for re- 
spondents Ellis L. Phillips and others ; 
Charles G. Blakeslee, of New York 
city, for respondents Edward F. Bar- 
rett and others; Philip Huntington, of 
Glen Cove, for respondent F. H. 
Maidment. 


LEHMAN, CJ.: The defendant cor- 
porations, Long Island Lighting Com- 
pany, Queens Borough Gas & Electric 
Company and Nassau & Suffolk Light- 
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ing Company, are public utility com- 
panies organized under the laws of the 
state of New York, serving sections of 
Long Island. Prior to 1927 Long Is- 
land Lighting Company (hereinafter 
referred to as “Long Island”) ac. 
quired the common or voting stock of 
Queens Borough Gas & Electric Com- 
pany (hereinafter referred to as 
“Queens”). Six per cent cumulative 
preferred stock of Queens Borough of 
the par value of $6,686,000 remains 
in the hands of the public. In 1927, 
Queens acquired the common or vot- 
ing stock of Nassau & Suffolk Light- 
ing Company (hereinafter referred to 
as “Nassau”). Seven per cent cumv- 
lative preferred stock of Nassau of the 
par value of $2,726,200 remains in the 
hands of the public. In 1928 Queens 
expanded its production plant and 
transmission facilities to enable it to 
sell gas to Nassau. Since that time 
Nassau has purchased from Queens 
a substantial part of the gas it fur 
nishes to consumers within the terti- 
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tory it serves and in addition has pur- 
chased from Queens gas which it re- 
sold to Long Island. The price of the 
gas sold by Queens to Nassau was 
fixed by the directors of the two cor- 
porations. All of them had been elect- 
ed by Long Island, which held the 
voting stock of both corporations. 
Dividends on the preferred stock of 
Queens have been in arrears since 1937 
and several holders of preferred stock 
of Queens, claiming that the price 
paid to Queens by Nassau was unrea- 
sonable and caused a loss to Queens, 
brought actions against the corporate 
and individual defendants for an ac- 
counting of the resulting profits which 


the defendants may have obtained and , 


the losses which Queens suffered. 
The actions were consolidated and, 
pursuant to the provisions of § 96-a 
of the Civil Practice Act, the consol- 
idated action was tried together with 
an action brought by preferred stock- 
holders of Nassau who claimed that 
Long Island had compelled Nassau to 
sll to it for an inadequate and unfair 
price some of the gas which Nassau 
had purchased from Queens (Espach 
v. Nassau & S. Lighting Co. 293 NY 
463, 56 PUR(NS) post p. 319, 57 
NE(2d) 835, decided herewith in 
separate opinion). Mr. Justice Mc- 
Garey at Special Term, 1941, 177 Misc 
$21, 31 NY Supp(2d) 259, held that 
Long Island dominated both Queens 
and Nassau and that the price fixed by 
the directors of these companies for 
gas purchased by Nassau from Queens 
was inadequate and caused loss to 
Queens, and granted judgment in 
favor of Queens against Long Island 
and Nassau in the sum of $387,020, 
as an additional price for gas supplied 
after 1934, with interest at the rate 
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of 2 per cent. Any cause of action for 
additional compensation for gas fur- 
nished prior to that date, he held, was 
barred by the Statute of Limitations. 
The judgment directs that “as between 
Nassau and Suffolk Lighting Com- 
pany and Long Island Lighting Com- 
pany, said judgment shall be paid by 
Nassau and Suffolk Lighting Com- 
pany.” The complaints against the 
individual defendants were “dismissed 
upon the merits without costs 
to any party as against any other 
party and without prejudice to the 
bringing of an action against the de- 
fendant directors in the event that this 
judgment is not paid.” 

All parties appealed to the appellate 
division. The plaintiffs acquiesced in 
the ruling that the 6-year Statute of 
Limitations applied but claim that the 
judgment in their favor based on al- 
leged wrongs since 1934 is inadequate. 
The defendants claim that the directors 
acted honestly and carefully, seeking in 
good faith to promote the interests of 
both corporations, and that the price 
fixed by them was fair. The appellate 
division unanimously reversed on the 
law and the facts the judgment in 
favor of the plaintiffs and directed 
judgment dismissing the complaint on 
the merits against all the defendants. 
It expressly reversed some of the find- 
ings of the justice at special term and 
found many of the findings proposed 
by the defendants. It did not reverse 
some significant findings of the trial 
court. 

Long Island acquired all the voting 
stock of Queens and of Nassau with 
the written consent and approval of the 
Public Service Commission of the 
state. The defendant Ellis L. Phillips 
and a small group of associates owned 
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and controlled, directly or indirectly, 
a substantial majority of the voting 
stock of Long Island. By voting that 
stock they elected the directors of Long 
Island who, in turn, chose the direc- 
tors of Queens and of Nassau. A 
majority of the directors of Queens 
and of Nassau were at all times also 
directors and, in some cases, were 
paid officers or employees of Long 
Island and some of the directors of 
Nassau were also directors of Queens. 
The three corporations maintained 
their separate corporate form and con- 
ducted their business as separate cor- 
porate entities. So long as preferred 
stock of Queens and of Nassau was- 
outstanding the corporations could not 
be merged. Nevertheless the three cor- 
porations were operated through their 
interlocking directorate as parts of a 
single system. Such operation is not 
forbidden by law or unjust to any of 


the corporations in the system if the 
interests of each corporation are zeal- 
ously safeguarded by its own board 


of directors. Indeed, such operation 
may be more economical and efficient 
and may benefit the public and all the 
corporations. We may perhaps as- 
sume that otherwise the Public Serv- 
ice Commission would not have given 
its consent and val to the ac- 
quisition by Long Island of the voting 
stock of the order corporations. 

[1, 2] Nonetheless, the directors of 
each corporation—though all elected 
by Long Island—may authorize cor- 
porate action by the corporation which 
they represent only if in their con- 
sidered opinion such action will pro- 
mote the best interests of that corpora- 
tion and is fair to it. That is a fidu- 
ciary obligation to the corporation 
and indirectly to its stockholders and 
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creditors which its directors have as. 
sumed. In the operation of separate 
utility corporations as a single sys. 
tem, agreement must be reached by 
the directors of the separate corpor- 
tions in regard to the share of each 
corporation in such operation and the 
compensation to be paid by one to the 
other. The compensation to be paid 
for benefits received is ordinarily fixed 
by negotiation or bargaining, but 
where in negotiations between two cor- 
porations the same men represent both, 
their determinations are subject to 
judicial scrutiny. In this case we are 
confronted with the question of what 
relief may be afforded when such de- 
terminations are predicated upon mis- 
take of fact entering into the fixation 
of the price to be paid by one cor- 
poration to the other. The plaintiffs 
challenge, on that and other grounds, 
the agreement reached by the boards 
of directors of Queens and of Nassau. 
Under its terms Nassau purchases gas 
from Queens at a price which it is 
said causes a loss to Queens. The 
plaintiffs charge that in making the 
challenged agreement the interests of 
Queens were disregarded by its direc- 
tors acting under the domination of 
Long Island and for the benefit of 
Long Island and Nassau, rather than 
of Queens. 

Most of the charges of flagrant 
wrong contained in the complaint were 
abandoned by the plaintiffs and the 
trial justice found against the plain- 
tiffs in regard to some other charges. 
These findings were not reversed by 
the appellate division and are sustained 
by the evidence. The trial justice re 
fused to find that the directors had 
acted wrongfully but did find in favor 
of the plaintiffs that the price fixed 
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by these directors was unfair to Queens 
and caused a loss to it. Upon the 
hasis of that finding he concluded that 
Queens must now receive the differ- 
ence between the agreed price for the 
gas it furnished to Nassau and the 
price which Nassau should have been 
required to pay. The appellate divi- 
sion has held that the price was deter- 
mined by the directors of the two cor- 
porations acting honestly and care- 
fully and that the court may not set 
aside a price so fixed even if it be 
the result of bad judgment or error 
and that the price fixed in this case 
was not unfair and caused no loss to 
Queens. 

Before 1927 when Queens acquired 
the common stock of Nassau, Nassau 
made, at its own plant, the gas which 
it supplied to consumers within the 
territory it served and, in addition, 
gas which it sold to Long Beach Gas 
Company and to Public Service Cor- 
poration of Long Island, utility cor- 
porations operating in contiguous ter- 
ritory and controlled’ by the same 
group which at that time owned the 
common stock of Nassau. When 
Queens acquired the common stock of 
Nassau it also acquired the common 
stock of Long Beach, and Long Island 
then acquired the common stock of 
Public Service Corporation... Thus, 
the three affiliated corporations which 
had obtained gas from Nassau became 
parts of the same system or group of 
utility corporations as Queens, all un- 
der the stock control of Long Island. 
he plant owned by Nassau had no 
access to water where delivery of mate- 
rials could be made and it could not be 
operated economically and efficiently 
nless extended and improved. 


sau as well as the two affiliated cor- 
porations to which Nassau had sup- 
plied gas only if it operated with three 
shifts a day. Queens, on the other 
hand, owned a plant which could be 
operated very efficiently and economi- 
cally. Materials for making gas were 
delivered at the plant by water and 
were handled automatically. It pro- 
duced gas at a low cost—below the 
average production cost of Nassau. 
The plant of Queens had a capacity 
greater than the needs of Queens and 
its facilities could be extended sufh- 
ciently to supply to Nassau the gas 
required by it and the gas which Nas- 
sau had supplied to affiliated corpora- 
tions. Under these circumstances, 
commencing in 1928, Nassau reduced 
the production of gas at its plant and 
since then has purchased from Queens 
a substantial part of the gas required 
by it for distribution to consumers 
within the territory it served and for 
resale to Long Island or to Public 
Service of Long Island. 
























































Gas mains interconnecting the util- 
ity corporations were constructed in 
order to carry out this arrangement. 
Expenditures were also made by 
Queens to increase and improve the 
production and distributing facilities 
of its plant. The evidence established 
and the courts below have found that: 
“The construction of gas mains and 
the resulting interconnection of the 
distribution system of the said utility 
corporations constituted good sound 
business policy on the part of the re- 
spective companies, and said intercon- 
nections insured each company of a 
supply in the case of any emergency, 
and thereby benefited the general con- 
sumers and each of the respective utili- 
ties herein.” The gas supplied by 
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Queens to Nassau and in part resold 
by Nassau to Long Island was pro- 
duced at the plant which could make 
it at the smallest cost and any agree- 
ment by which Nassau and Long 
Island could obtain gas from Queens 
at a price lower than either of them 
could produce gas or obtain it from 
others and higher than the average 
cost to Queens of producing and sup- 
plying gas would, it is plain, benefit 
both. By the findings of fact of the 
court at special term, sustained by the 
weight of the evidence and approved 
by the appellate division, the contro- 
versy between the parties to this litiga- 
tion is reduced to the question whether 
the price fixed by the directors of the 
purchasing and selling corporations 
was fair to each and benefited each. 

In 1928 when the intercompany 
purchases and sales began, both Queens 
and Nassau had earnings far in ex- 
cess of the amount required to pay 
dividends on their outstanding pre- 
ferred stock and since Long Island 
owned all the common stock of Queens 
and Queens owned all the common 
stock of Nassau, the balance of the 
earnings of both companies, after pay- 
ment of the preferred stock dividends, 
eventually reached the treasury of 
Long Island. In these circumstances 
it made little, if any, practical differ- 
ence to anybody whether the intercom- 
pany price was too high or too low. 
What was important was that all the 
companies in the system should be ef- 
ficiently and honestly operated and the 
record does not show that any of the 
directors selected for the companies 
in the system by Long Island or by 
the group which had voting control of 
Long Island were remiss in the per- 
formance of their duties in that respect, 
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and the courts below agreed that there 
was no dereliction on their part. 

Since the profits of all the corpora. 
tions—with the exception of the smal! 
amount paid out as dividends on the 
preferred stock, ultimately came into 
the treasury of Long Island and Long 
Island elected all of the directors oj 
these corporations, including some 
who were paid officers of Long Island 
—the employment of completely inde. 
pendent engineering and legal staffs 
might have been wasteful. As might 
be expected, engineers seelcted for their 
ability by Long Island at times give 
advice and assistance to all the com- 
panies in the system and there is only 
one legal department for all the cor- 
porations in the system. Where the 
interests of companies in the system 
might conflict, the general legal de 
partment advises both by assigning one 
of the attorneys in the department to 
each side. The joint use of competent 
expert advisers and professional staffs 
is doubtless entirely justifiable. We 
do not refer to it as an indication that 
any corporation has suffered a wrong. 
It is, however, a circumstance which 
may not be overlooked in considering 
whether the agreement by Queens to 
supply gas to Nassau for the stipulated 
price may be challenged by minority 
stockholders of Queens. 

The evidence shows and the courts 
below have found that engineers re- 
tained by Long Island or by the de- 
fendant Ellis L. Phillips, its president, 
who was a director of Long Island 
and of both Nassau and Queens, made 
studies of the comparative cost of pro- 
ducing gas at the plants of Queens 
and of Nassau, of the possibility 0 
enlarging and improving both plants 
or either, and of the comparative ad- 
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vantages to each corporation of obtain- 
ing gas for its own requirements from 
its own plant or of utilizing the most 
eficient plant of any company to sup- 
ply gas to all companies. We shall 
hereafter refer to the contents of these 
reports. At this point it is sufficient 
to say that the evidence establishes, 
as both courts below agree, that the 
experts who made these studies were 
men of ability and intégrity. 

Upon that evidence the court at spe- 
cial term found, and the appellate 
division approved the finding, that 
“the price at which said gas was sold 
as set forth in the said contracts was 
arrived at by study of the physical 
and operating situation by competent 
engineers and those experienced in the 
operation of gas utilities, and the said 
prices in said contracts were deter- 
mined after consideration by the boards 
of directors of said corporations, and 
that reports recommending the prices 
at which gas should be sold, as afore- 
said, were prepared by competent en- 
gineers and fully discussed and con- 
sidered, and the provisions of said con- 
tracts were thoroughly discussed by 
the officers and directors of said cor- 
porations, and contracts for the sale 
of gas, as aforesaid, were made after 
an investigation and discussion of the 
prices to be charged for gas, as stated 
in said contracts, and that none of the 
directors of said corporations was 
guilty of fraud, bad faith, or overreach- 
ing in negotiating the said contracts.” 
The defendants had proposed a find- 
ing in exactly this language except 
that the proposed finding stated that 
the prices were determined after ““care- 
ful” consideration by the directors and 
the contracts were made after a “full 
and complete” investigation and dis- 
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cussion. The appellate division in its 
order of reversal made and allowed 
the finding as proposed by the defend- 
ants, thus restoring the words exer- 
cised by the justice at special term. 


[3] In the reports of the engineers 
which the directors considered and 
studied in fixing the price which Nas- 
sau should pay for gas supplied by 
Queens, the price which the engineers 
recommended was determined by them 
upon a formula whereby the cost of the 
labor and material used in the produc- 
tion of all the gas made at Queens 
was allocated pro rata to the gas sup- 
plied by Queens to consumers within 
the territory it served and the gas sold 
to Nassau, so that Nassau paid to 
Queens the average “‘direct’”’ or “com- 
modity production cost” of supplying 
the gas, but the “indirect” cost of sup- 
plying gas, that is, such expenses as 
taxes, insurance, pumping, as well as 
interest on investments, was allocated 
on the “increment cost” method, and 
Nassau paid to Queens only the addi- 
tional cost which Queens incurred in 
producing the additional gas supplied 
to Nassau. Since Queens owned a 
plant with capacity beyond the needs 
of Queens, the average cost of labor 
and material required for the produc- 
tion of the additional amount of gas 
was lower than the average cost of 
producing only the amount required 
by Queens to supply gas to general 
consumers and was, of course, lower 
than the average cost of producing gas 
at the less efficient plant of Nassau; 
and since Nassau was required to pay 
to Queens the “average production 
cost” of gas and the additional “in- 
direct” expenses incurred by Queens 
in supplying the additional gas, it is 
plain that both companies would bene- 
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fit to some extent by the purchase and 
sale of gas at a price fixed in accord- 
ance with that formula. For that rea- 
son the court at special term held that 
the price thus fixed and paid until 
1936 was not unfair to Queens and 
should not be set aside by the court 
though errors in applying the for- 
mula should be corrected by the court. 

The plaintiffs do not contend that a 
price fixed in accordance with that for- 
mula would cause loss to Queens or 
would in all circumstances be unfair 
to that company. In 1936 the price 
paid by Nassau was, however, re- 
duced. At that time the defendant 
Maidment, the holder of a considerable 
amount of preferred stock of Nassau 
and a director, member of the price 
committee, and vice president of that 
corporation, insisted that the price 
paid to Queens for gas supplied by it 
must be reduced or Nassau would 
proceed to enlarge its plant and itself 
produce the gas it needed. Maidment 
was not a director of Queens. Nas- 
sau had not bound itself by contract 
to continue to purchase gas from 
Queens for'a definite term. Though 
the expenditures by Queens for the 
extension and improvement of its plant 
and transmission system without in- 
sisting upon such a contract with Nas- 
sau might well have been criticized 
as ill-advised if Nassau had been an 
entirely independent corporation deal- 
ing with Queens at arm’s length and 
able to procure the gas it needed either 
from a competitive producer or by 
manufacturing it in its own plant, yet 
Maidment as a director of Nassau who 
had assumed no fiduciary obligation to 
Queens was justified in demanding 
that no higher price be exacted from 
Nassau for gas supplied by Queens 
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than the cost at which Nassau could 
obtain the gas elsewhere. The direc. 
tors of Queens could not, however, ac. 
cept from Nassau a price which would 
not be fair to it. 

[4-6] Ina finding approved by the 
appellate division the trial court has 
stated the limits of what may con. 
stitute a fair price: “64. That a fair 
price to be charged for the gas sold, 
as aforesaid, falls within certain limits. 
To the selling company it is the addi- 
tional cost to the seller, including 
additional operating expense incurred 
by the seller and fixed charges on addi- 
tional plants installed for the purpose 
of making the transfer over and above 
the cost of the operating expenses and 
fixed charges on plants which would 
be incurred by the seller if the sale of 
gas were not made; and to the buying 
company the maximum reasonable 


price would be the competitive addi- 
tional cost at which the buying com- 
pany could secure the quantity of gas 
transferred either by manufacturing it 
itself in its own facilities, or by pur- 


chasing it from some alternative 
source, and this additional competitive 
cost of the buying company is the limit 
beyond which the purchasing company 
would not be justified in buying the 
gas and the price beyond which it could 
not be justified in paying.” 

The general rule so formulated is 
not challenged upon this appeal 
When objection was made to the price 
of gas which Nassau was then paying 
to Queens and to the formula upon 
which that price had been calculated 
in reports of engineers submitted to 
Queens and to Nassau, Mr. Phillips, 
president of Long Island, directed er 
gineers to make new studies of the 
price which Nassau should thereafter 
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pay to Queens. In their report, they 
recommended a price based upon the 
engineers’ estimate of the cost to Nas- 
sau of enlarging its facilities and it- 
self producing the gas. The report 
was submitted to Mr. Phillips and con- 
sidered and approved by the board of 
directors of Long Island at a meeting 
in which many of the directors of 
Queens and Nassau took part. Then 
the same directors took part in meet- 
ings of the boards of directors of 
Queens and of Nassau, and the same 
report was approved at these meetings 
also and the price fixed accordingly. 

The evidence establishes, and the 
trial court has made a finding not re- 
versed by the appellate division, that: 
“19, During all of the time that Queens 
Borough Gas & Electric Company has 
been selling and delivering gas to Nas- 
sau & Suffolk Lighting Company, 
there have been restrictions to the ex- 
pansion of Nassau & Suffolk Lighting 
Company’s production plant, which 
limited further expansion.” That find- 
ing completely destroys the basis of 
the report of the engineers upon which 
the directors of Queens and Nassau 
acted in fixing the price. A fair price 
which Queens should receive for the 
gas it sells to Nassau cannot be based 
upon an estimate of the hypothetical 
tost of expanding the plant belonging 
to Nassau and of producing there the 
gas required by Nassau where further 
expansion is not feasible. It is true 
that the trial justice also found that 
Nassau “was in a position, in the 
opinion of its officers and directors to 
have enlarged its gas manufacturing 
plant located at Hempstead-Garden 
City and to have increased the capacity 
of that plant to an extent sufficient 
to supply all of its gas requirements, 
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including gas sold to Long Island 
Lighting Company.” We need not 
pause to consider whether upon this 
record the directors of Nassau could 
have been of the opinion that it was 
“in a position to have en- 
larged its plant” if they had made any 
investigation. We may assume argu- 
endo that the directors in good faith 
were of that opinion. It does not 
appear that in fact Nassau could 
have procured gas from a_ source 
other than Queens at or near the price 
which Nassau had theretofore paid. 
The defendant maintains, nevertheless, 
that the price so fixed was a fair price 
because it was not less than the price 
which might have been fixed by using 
what is known as the “increment cost 
formula.” The testimony of the ex- 
pert witnesses produced by the de- 
fendant that the price fixed is not less 
than the price would have been if cal- 
culated by the “increment cost” meth- 
od is persuasive and was for the most 
part accepted by both courts below, but 
there is no credible evidence that a 
price fixed by that method would be 
fair to Queens. 


Queens could operate its plant to 
full capacity if Nassau agreed to buy 
gas produced there in excess of the 
amount required by Queens to supply 
consumers within the territory served 
by Queens. The average cost of gas 
when the plant is operated to its full 
capacity is lower than the average cost 
of gas when the plant produces gas 
only sufficient to meet the require- 
ments of Queens as an independent 
utility corporation. A price for the 
excess gas fixed in accordance with the 
“increment cost” formula, even though 
less than the average cost of produc- 
ing gas at the Queens plant, would, 
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at least, reimburse Queens for the ad- 
ditional cost of producing such excess 
gas, and it is said that Queens suf- 
fered no loss and, in fact, made a 
profit by accepting the price so fixed. 
That is true only if Queens could con- 
tinue to supply gas to consumers in 
the territory it served at a price not 
lower than it could have exacted if the 
average cost of production of gas at its 
plant had not been reduced by in- 
creased production. 

Doubtless, at times, when increased 
production at a plant reduces the aver- 
age cost, the producer suffers no loss 
if he obtains a market for the increased 
output by selling the increase at a price 
which though less than the average 
cost is greater than the additional cost 
of producing such increase—but the 
producer must inevitably suffer a loss 
if he cannot sell the remainder at more 
than the average cost. The rate at 
which Queens may sell gas to con- 
sumers must be fair and must be ap- 
proved by the Public Service Commis- 
sion. The cost of the gas sold is a 
factor in determining the rate that 
may be charged. The trial court 
found that in fixing a fair rate which 
Queens might charge for gas supplied 
to consumers in its “franchise terri- 
tory,” “the general consumers should 
benefit to some extent, at least, from 
the savings resulting from the addi- 
tional business,” and that accordingly 
the average “commodity production 
cost” should be allocated both to the 
gas supplied by Queens.to general con- 
sumers and to the gas produced as an 
additional service to Nassau, but that 
“the increment cost method should 
apply to all the other elements applica- 
ble to such additional service.” The 
trial justice indicated that in his opin- 
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ion the record establishes that this 
method of combination of “average 
commodity production cost and incre- 
ment cost” was used by Queens and 
by the Public Service Commission in 
calculating the rate which Queens 
might exact from general consumers 
in its “franchise territory.” If that 
be true then Queens would inevitably 
suffer a loss by selling part of the gas 
it produced at a price fixed by the “in- 
crement cost”’ method and the remain- 
der at a price fixed by the “average 
commodity production cost” method or 
combination method, but the appellate 
division reversed findings in favor of 
the plaintiff in that regard and the de. 
fendants contend that there is no evi- 
dence in the record to support it. 
Whether or not there is evidence 
in the record which would support a 
finding that the rate charged by Queens 
to general consumers was calculated 
by the “average commodity production 
cost” method, depends largely upon the 
construction placed upon language, 
possibly equivocal, used in colloquy at 
the trial. For the purposes of this ap- 
peal we accept the sense in which coun- 
sel for the defense understood these 
words. Even so it is plain that there 
is nothing in the record which could 
possibly justify an inference that 
Queens would be permitted to exact 
from general consumers a rate based 
on more than the average production 
or commodity cost of gas supplied 
from its plant. Extracts from the 
opinion of the Public Service Com- 
mission in the case of Freeport v. Nas- 
sau & S. Lighting Co. (NY 1923) 
PUR1924A 96, read into the record 
upon the cross-examination of a wit 
ness, indicate that it is the rule or 
practice of the Commission to measurt 
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the rate which a public utility may 
charge to general consumers by the 
average production cost, and that in 
acase where the public utility can, at 
asmaller additional cost, produce addi- 
tional gas to be supplied in bulk to a 
single customer, the benefit of the con- 
sequent reduction in average cost 
must be apportioned equitably to the 
general consumers and the customer 
purchasing the additional gas. Though 
that rule or practice is not a formal 
regulation, adopted and published by 
the Commission and constituting “a 
public document or record which this 
court may consider.” (Ackerman v. 
Kern (1939) 281 NY 87, 94, 22 NE 
(2d) 247, 249), yet we may certainly 
not assume that the Public Service 
Commission would approve a rate 
measured by a different rule. One ex- 
pert witness did, it is true, testify that 
during the years 1934 to 1940, inclu- 
sive, Queens made a profit of $53,000 
upon its sales of gas to Nassau over 
and above an annual return of 6 per 
cent on an average investment of 
more than $900,000. That is a con- 
clusion drawn by the expert based up- 
on his opinion as to the proper ad- 
justments and deductions to be made 
from the gross profits in determining 
the amount of the net profit. To 
analyze this testimony and to point 
out the uncertain nature of some of the 
factors entering into the calculation 
would extend this opinion unduly. 
Even if accepted in its entirety it 
would still remain true that a profit of 
$53,000 in six years on so large a 
volume of business would hardly justi- 
fy a board of directors in authorizing 
the capital investment required, with 
its consequent risk, particularly if 
Nassau could at any time terminate 
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the contract and obtain its gas from 
another source. 

[7-9] A finding by a court of equi- 
ty that a contract of sale authorized 
by a board of directors of a corpora- 
tion is ill advised or causes loss to a 
corporation would not by itself con- 
stitute ground for setting aside the 
contract and compelling the purchaser 
to pay a price which the court con- 
siders fair. We have said that: “As 
a general rule, courts have nothing 
to do with the internal management of 
business corporations. All 
questions within the scope of the cor- 
porate powers which relate to the 
policy of administration, to the ex- 
pediency of proposed measures, or to 
the consideration of contracts, provid- 
ed it is not so grossly inadequate as 
to be evidence of fraud, are beyond 
the province of the courts. The mi- 


nority directors or stockholders cannot 
come into court, upon allegations of a 
want of judgment or lack of efficiency 
on the part of the majority, and change 
the course of administration.” Flynn v. 
Brooklyn City R. Co. (1899) 158 NY 


493, 507, 53 NE 520, 524. Where 
directors act with undivided loyalty 
towards the corporation which they 
direct, their determination that a cor- 
porate course of action will promote 
the interest of the corporation is ordi- 
narily not subject to review by the 
court, and “errors of judgment by 
directors do not alone suffice to demon- 
strate lack of fidelity. That is true 
even though the errors may be so gross 
that they may demonstrate the unfit- 
ness of the directors to manage the 
corporate affairs.”” Everett v. Phillips 
(1942) 288 NY 227, 232, 45 PUR 
(NS) 511, 513, 43 NE(2d) 18, 20. 
The test in each case is whether cor- 
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porate action is the result of the exer- 
cise by the directors of their unbiased 
judgment in determining that such ac- 
tion will promote the corporate inter- 
ests. We apply that test here. 

The directors of Queens intended 
to exercise an unbiased judgment and 
in good faith believed that the price 
fixed by them was fair. Their good 
faith is established by persuasive evi- 
dence and by the findings of the trial 
court approved by the appellate divi- 
sion. So, too, is the fact that the 
price was fixed after the directors had 
considered and discussed reports, in 
regard to the price at which gas should 
be sold, made by competent engineers 
and operating experts. But in this 
case the determination of directors is 
open to limited review in the courts 
because neither they nor the experts 
who prepared the reports were in a 


position where their loyalty to the in- 
terests of Queens was undivided. 

We repeat that the directors were 
elected by Long Island, which owned 
the common stock of both Queens and 


Nassau. A majority of the directors 
of both corporations were directors of 
Long Island and several were directors 
of all three corporations. We are 
told that though Long Island elected 
the directors of Queens and of Nassau, 
it did not usurp the functions of the 
directors and dominate and control 
their actions; but concededly all the 
corporations were operated as part of 
a “system” and corporate actions of 
the separate corporations dictated by 
directors elected by Long Island would 
inevitably be influenced by that fact. 
The directors acted upon the advice 
of experts retained by the system and 
often after the board of directors of 
Long Island had approved a proposed 
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policy. That Long Island selected for 
the position of director men of ability 
and integrity and that no officer of 
Long Island dictated to them what ac- 
tion they should take as directors, does 
not destroy the significance of these 
facts. They require the most careful 
scrutiny of transactions between the 
corporations represented by common 
directors, to the end that in the ab- 
sence of arm’s-length bargaining the 
scales may not, even through mistake 
or inadvertence, be unfairly tipped to 
one side or the other. Though Long 
Island in acquiring such control, and 
even in its exercise within limits im- 
posed by equitable rules, commits no 
wrong and incurs no liability to 
Queens, yet where those limits are 
transgressed to the detriment of 
Queens, Long Island becomes liable for 
the consequent damages to Queens and 
must account for consequent profits to 
itself. “Power of control carries with 
it a trust or duty to exercise that pow- 
er faithfully to promote the corporate 
interests, and the courts of this state 
will insist upon scrupulous perform- 
ance of that duty.” Everett v. Phil- 
lips, supra, 288 NY at p. 232, 45 PUR 
(NS) at p. 513, 43 NE(2d) at p. 19. 
Liability arises not from the power of 
control, but from breach of the duty 
which accompanies it. Blaustein v. 
Pan American Petroleum & Transport 
Co. (1944) 293 NY 281, 56 NE(2d) 
705. Here it must be conceded that 
Long Island and the directors of 
Queens and of Nassau elected by Long 
Island sought no personal benefit from 
the transaction and did not intend to 
act unfairly towards Queens, and per- 
haps Long Island obtained no substar- 
tial benefit from the inadequacy of the 
price fixed for gas sold by Queens to 
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Nassau, but the transaction is sub- 
ected to judicial scrutiny because the 
price was fixed by corporate boards 
having common directors elected by 
Long Island and these directors had 
been placed in a position of divided 
loyalty. 

The rule that must be applied in 
such a situation has been stated by the 
Supreme Court of the United States. 
“The relation of directors to corpora- 
tions is of such a fiduciary nature that 
transactions between boards having 
common members are regarded as jeal- 
ously by the law as are personal deal- 
ings between a director and his cor- 
poration, and where the fairness of 
such transactions is challenged the 
burden is upon those who would main- 
tain them to show their entire fairness 
and where a sale is involved the full 
adequacy of the consideration. Es- 


pecially is this true where a common 
| director is dominating in influence or 


incharacter. This court has been con- 
sistently emphatic in the application of 
this rule, which, it has declared, is 
founded in soundest morality, and 
we now add in the soundest business 
policy.” Geddes v. Anaconda Copper 
Mining Co. (1921) 254 US 590, 599, 
65 L ed 425, 41 S Ct 209, 212. 
Though the dual position of the 
directors does not itself render such 
transactions void, it does make “the 
unprejudiced exercise of judgment by 
them more difficult” and “should lead 
the courts to scrutinize these transac- 
tions with care.” Everett v. Phillips, 
supra, 288 NY at p. 236, 45 PUR 
(NS) at p. 516, 43 NE(2d) at p. 22. 

[10-12] The transaction in this 
case will not bear that scrutiny. The 
Price was fixed upon the basis of re- 
ports made by engineers retained by 
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the “system” and these reports are 
based upon the assumption—which 
the courts below have agreed is er- 
roneous—that Nassau could expand 
its plant and manufacture gas for the 
price it paid to Queens. This errone- 
ous assumption having been accepted 
as justification of an inadequate price, 
we cannot doubt that in equity the fix- 
ing of a fair price may be required. 
The defendants have failed to show 
that the price fixed would not cause a 
loss to Queens. At best it would 
make a profit unreasonably small in 
relation to the volume of the business, 
the investment of capital and the at- 
tendant risk. The proof is insufficient 
to show justification for the abandon- 
ment of the “average production cost” 
method in calculating the price of gas 
sold by Queens to Nassau, and the 
trial court did not err in setting aside 
the price fixed in 1936 by the “incre- 
ment cost” method. The Public Serv- 
ice Law, § 110, subds, 3, 4, Consol. 
Laws, Chap 48, confers upon the Pub- 
lic Service Commission jurisdiction to 
determine whether such an intercom- 
pany contract of sale is “not in the 
public interest,” but it does not divest 
the courts of jurisdiction to determine 
that it should be set aside on equitable 
grounds. Since the directors acted in 
good faith and upon studies prepared 
by competent engineers, judgment on 
the merits dismissing the complaint 
against them is proper. 

[13] The question remains whether 
the trial court’s calculation by the 
“average production cost”? method of 
the price which Nassau should pay is 
correct. Both sides claim errors there. 
The controversy involves in large part 
matters of fact. The appellate divi- 
sion, holding that the trial court was 
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not justified in setting aside the price pany should be reversed, with costs to 
fixed by the directors, has not re- appellants, and the matter remitted to 
viewed the correctness of the calcula- the appellate division. The judgment 
tion of a different price by the trial of the appellate division dismissing the 
court. The case should be remitted to complaint against the individual de. 
it for that purpose. fendants should be affirmed, with costs. 
The judgment of the appellate divi- 

sion dismissing the complaint against Loughran, Rippey, Lewis, Conway, 
the Long Island Lighting Company Desmond, and Thacher, 43 concur, 
and Nassau & Suffolk Lighting Com- Judgment accordingly. 





NEW YORK PUBLIC SERVICE COMMISSION 


Re Home Gas Company et al. 


Case No. 11461 
November 1, 1944 


PPLICATION for consent to the leasing by natural gas dis- 
A tributing company to its affiliated wholesale company of 
certain gas storage reservoirs, together with wells and facili- 

ties in connection therewith; approval denied. 


Gas, § 10 — Lease of natural gas storage fields — Reasonableness of rental. 
1. The computation of a return to be included in the rental of natural gas 
storage fields on the basis of average balances over a 30-year life is open 
to criticism in that this life may not be attained, p. 308. 


Gas, § 10 — Lease of natural gas storage fields — Reasonableness of rental — 
Return includable. 

2. Ideally, return included in the annual rental to be paid for a natural gas 
storage field would vary from year to year, and in the case of a declining 
investment would decrease annually, but the application of this method in 
securing approval of such an annual rental might be too costly in time and 
effort, a reasonable alternative being the selection of an arbitrary period 
and computation of return on the basis of the average plant balance for such 
a period, with the computation of a new rental at the end of this period 
to include modifications made necessary by experience, p. 308. 

Gas, § 10 — Lease of natural gas storage fields — Term of lease. 
3. A 30-year period for the lease of natural gas storage fields is too uncer- 
tain and speculative to be approved, since conditions might change either 
to require a modification or a cancellation of the lease, and a 5-year period 
is preferable, p. 308. ; 

Public utilities, § 79 — Natural gas producing company. 
4 A natural gas producing company which does not transport or sell natural 
gas to consumers, which has never submitted itself to the jurisdiction of 
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the Commission, and which has never filed any report with it is not a 


public utility company, p. 309. 


Consolidation, merger, and sale, § 13 — Necessity of Commission authorization — 


Purchase for affiliate’s benefit. 


5. A natural gas distributing company did not violate § 107 of the Public 
Service Law in failing to get Commission approval of the use of its own 
revenues to purchase natural gas storage fields to be used by, and necessary 
for, the business of its affiliated wholesale natural gas company, where the 
distributing company received, indirectly, in the conduct of its own busi- 
ness, some benefit along with other customers of its affiliate from these 
storage fields in that its recent supply of gas had been obtained in part 


from these fields, ‘p. 309. 


APPEARANCES: Philip Halpern, 
Counsel (by John J. Doran, Assist- 
ant Counsel), for the Public Service 
Commission; Archibald Howard, 
Binghamton, Attorney for petitioners, 
Home Gas Company and The Key- 
stone Gas Company, Inc. 


Burritt, Commissioner: The pur- 


pose of this petition is to secure the 
necessary approval of this Commission 


to a lease by the Keystone Gas Com- 
pany Inc. (hereinafter called Key- 
stone) to Home Gas Company (here- 
inafter called Home) of two former 
natural gas producing fields in south- 
ern New York, for gas storage pur- 
poses. The two companies are afhfliat- 
ed both being owned and controlled by 
the Columbia Gas and Electric Cor- 
poration, a holding company. Hear- 
ings were held at Buffalo’on April 5 
and,October 9, 1944. 

Keystone is a New York state gas 
distributing company selling natural 
gas in a portion of the city of Olean, in 
Watkins Glen and Dundee, and in 
Deposit, Endicott, and Walden. It 
also supplies gas to certain rural cus- 
tomers located along Home transmis- 
sion lines, and to the Corning Glass 
Works, a large commercial customer. 

Home is a natural gas transmission 
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company operating in New York state, 
selling only to distributors. Its busi- 
ness is the purchasing, transmission, 
and sale of natural gas at wholesale. 
Home owns some 900 miles of trans- 
mission pipe lines, much of it laying 
in three or four parallel lines across 
southern New York state. Beginning 
at the New York-Pennsylvania state 
line at a point about 8 miles south of 
Olean, these lines extend in a general- 
ly easterly and southerly direction to 
the New York-New Jersey state line 
near Unionville, N. Y., where they 
connect with the system of the East- 
ern Pipe Line Company at the norther- 
ly New Jersey state line. At the east- 
erly end of the Eastern Pipe Line Com- 
pany’s line a Home line continues 
northerly to Tappan, N. Y. Taking 
off near Horseheads, N. Y., there is a 
branch line which extends northward 
about 26 miles to Dundee. This line 
consists of 2 miles of 10-inch, about 
8 miles of 8-inch, and 16 miles of 6- 
inch line, and connects with the Dun- 
dee storage field owned by Keystone, 
which it is proposed herein to lease. 
The Gilbert field is a smaller one-well 
field located about 15 miles east of 
Olean near the main Home transmis- 
sion line. 

From the New York-Pennsylvania 
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state line to Hebron Station there are 
two lines, one 8-inch and one partly 
6-inch. From this point easterly there 
are three 6-inch pipe lines to a point 
near Andover. Here a fourth line is 
added. These four parallel 6-inch pipe 
lines with a few minor exceptions ex- 
tend continuously across the state to 


the New York-New Jersey state line. 


This system was purchased by Home 
from the Columbia Gas and Electric 
Corporation about 1930. It had been 
formerly used to transport oil from 
Olean to Bayonne, N. J. The lines 
were reconditioned and began to be 
used to transmit natural gas in the 
spring of 1930, first to Binghamton 
and later to Tappan. 

In 1930 Home obtained its gas in 
part from its affiliates in Pennsylvania 
and in part from a gas field at East 
Aurora, N. Y. The latter supply soon 
failed and the line was abandoned. 
About this time the Oriskany fields 
were being opened up in southern New 
York and northern Pennsylvania. 
The first large field was Dundee, 
where the first wells were drilled in 
1930. Thereafter the Oriskany area 
became the chief source of Home’s 
supply of gas which was largely pur- 
chased from the Belmont Quadrangle 
Drilling Company (hereinafter called 
Belmont), said to be a natural gas pro- 
ducing company. Home made a con- 
tract with Belmont whereby it ac- 
quired the exclusive right to purchase 
gas from the Dundee field. This re- 
quired the construction of the 26-mile 
northerly extension previously referred 
to from the Home line at Horseheads 
to the Dundee field. 

The supply of natural gas from the 
Dundee field, and later from the entire 
Oriskany area, declined rapidly in the 
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late 1930’s and by 1940 it was so de- 
pleted that Home was forced to seek 
other and additional sources of supply, 
These were obtained through its af- 
filiate, United Fuel Gas Company, of 
West Virginia. Gas was transported 
across Pennsylvania in the lines of 
other affiliates to Home’s line, just 
south of Olean. 

Home’s markets for natural gas, 
named from west to east, are the fol- 
lowing distributing companies: 

Keystone Gas Company, from 
whom it proposes to lease the storage 
field, supplied at Olean and in the Wat- 
kins Glen area from the Horseheads 
line and elsewhere along Home’s pipe 
line; New York State Electric and 
Gas Corporation, a nonaffiliated com- 
pany, at the village of Owego; Bing- 
hamton Gas Works, an affiliate of 
Home, supplying Binghamton, John- 
son City, and vicinity ; Rockland Light 
& Power Company, a_nonaffiiate, 
serving the cities of Port Jervis and 
Middletown, in Orange county, and 
the village of Nyack and adjacent com- 
munities in Rockland county; and the 
nonaffiliated Rockland Gas Company, 
supplying some fourteen towns and 
villages in Rockland county. 


Necessity for Storage 


Mr. Leland Palmer, a vice president 
of Home, testified that its sales of gas 
had continuously increased since 1930. 
However, about 1940 such a scarcity 
of natural gas developed that sales of 
so-called “dump” gas were stopped 
and later sales of industrial gas had to 
be curtailed. Another result of the 
growing scarcity of natural gas, ac- 
cording to the witness, was a develop- 
ing need for storage facilities. Mr. 
Palmer said that Home was compelled 
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to construct facilities, lease storage 
fields, and to store a considerable vol- 
ume of natural gas. He testified that 
in the fall of 1943 Home had in stor- 
age a total of 2,040,219 thousand 
cubic feet at a total cost of $612,305.- 
92, In the summer, Home’s average 
daily send-out is approximately 7,000 
thousand cubic feet, and in winter it 
is from 13,000 thousand cubic feet to 
14,000 thousand cubic feet. Last win- 
ter Home’s maximum daily send-out 
was 20,513 thousand cubic feet. Mr. 
Palmer testified that in the summer 
Home had received as high as 13,800 
thousand cubic feet daily but that on 
certain days in the winter it has been 
unable to obtain more than 2,000 
thousand cubic feet to 3,000 thousand 
cubic feet from its sources, forcing the 
company to depend more and more 
upon storage facilities. He stated that 
storage is absolutely necessary to 
Home’s business. 

Since it is not economically feasible 
to construct sufficient holders to con- 
tain the large quantity of gas required 
by Home to meet its customers’ needs, 
Mr. Palmer said that it is necessary to 
resort to ground storage. He defined 
the necessary characteristics of a good 
storage field as full ownership or con- 
trol of the field by the party storing, 
sufficient capacity to contain the sup- 
ply together with sufficient wells to 
receive and deliver it, together with a 
water pressure in the sand sufficiently 
low so that the gas cam be readily in- 
jected and ejected. In seeking such 
storage fields, according to the wit- 
ness, Home found only three areas 
which were suitable. One was the 
small one-well Gilbert field, in the 
township of Wirt, Allegany county, 
with an area of about 100 acres. An- 
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other was the Greenwood field in Steu- 
ben county, and the third was the 
Dundee field, in Schuyler county. This 
latter field had an area of approximate- 
ly 2,250 acres and 23 wells. In 1940 
experimental storage was begun in all 
three fields which were then owned by 
Belmont. However, the Greenwood 
field was found to have too high a wa- 
ter pressure and the lease was canceled 
about 1940. Later some gas was 
stored in the South Greenwood field. 

In 1942 Belmont proposed the sale 
of the Gilbert field to Home, but at 
that time, according to witness Palmer, 
Home had invested so much money in 
facilities to bring gas into its terri- 
tory that it was unable to make the 
purchase. As Keystone did have the 


necessary money and as the Gilbert 
field was near Olean, Keystone pur- 
chased the field in 1942 both for its 
own and for its affiliate’s protection. | 


In the absence of knowledge of the 
cost of storage in the Dundee field and 
of how much the rental should be, 
short-term agreements were made be- 
tween the parties up to the fall of 1943. 
At that time Belmont proposed to sell 
Home the remaining gas in the field 
together with its physical property 
there, and to abandon the field. Ac- 
cording to the witness Palmer it was 
finally decided that Home would buy 
the remaining gas in the field (about 
1,064,000,000 cubic feet) and that 
Keystone, which had the money avail- 
able while Home did not, would pur- 
chase the physical property. The sale 
was consummated November 1, 1943. 
Mr. Palmer considered that the pur- 
chase of these two fields by Keystone 
protected its own interests in an ad- 
equate supply of gas as-well as those 
of its parent, Home. 
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At the second hearing on October 
9th Mr. John D. McKechnie, contract 
valuation engineer for the Commis- 
sion, appeared as a witness, submitted 
Exhibits 5 and 6 containing purchase, 
sales, and storage data bearing on the 
proposed lease, and testified concern- 
ing them. 

Exhibit 5 sets forth the gas avail- 
able for distribution by Home and the 
amounts purchased from various com- 
panies during the past four years, to- 
gether with the disposition of this gas 
to other companies. It shows that the 
amount of gas obtained from Belmont 
has been decreasing since 1940, while 
purchases from United Fuel Gas Com- 
pany have increased materially. Total 
gas purchased has increased by more 
than 38 per cent since 1940. Sales 
have increased by over 35 per cent, 
while the amount of gas in storage at 


the end of 1943 was nearly five times 
that at the end of 1940. 


In Exhibit 6 Mr. Kechnie showed 
the amounts of gas injected into and 
withdrawn from various wells and 
fields by Home and Keystone, by years, 
and by months in 1943. Storage of 
gas in the Gilbert field at the end of 
1940 was 16,628 thousand cubic feet, 
while at the end of 1943 it was 192,784 
thousand cubic feet. In the Dundee 
field gas in storage at the end of the 
year had increased from 365,883 thou- 
sand cubic feet in 1940 to 1,653,267 
thousand cubic feet in 1943. The ratio 
withdrawals from storage to gas sales 
increased from less than 1 to 1940 
to 17.30 in 1943, indicating increased 
dependence upon storage gas for sup- 
ply. In general, gas is placed in stor- 
age in the Dundee field in the months 
of May to December, inclusive, and 
withdrawn principally between No- 
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vember and March, while in the Gi. 
bert field gas is moved both in and out 
during the months November to May, 
inclusive, but with no movement in 
or out shown in the months of June 
through October. This difference in 
ues is due to the different character. | 
istics of the two fields, as pointed out 
elsewhere. 


The Proposed Lease 


It thus appears that the distributing 
company Keystone owns the two gas 
storage fields which its affiliated whole- 
sale company Home finds are neces- 
sary to its business. It is therefore 
proposed that Home lease these fields 
from Keystone at a fixed rental of 
$1,400 annually for the Gilbert field 
and $18,500 annually for the Dundee 
field. The leases are to be effective 
January 1, 1944, and to remain in 
force until canceled by either party on 
twenty-four months’ notice. 

The Gilbert field consists of 100 
acres of land which is owned in fee. 
Ownership includes the surface of the 
land and gas rights in sands deeper 
than the Richburg sand, together with 
one gas well completely equipped for 
storage. 

The Dundee storage field consists of 
664 acres of land owned in fee, rights 
of way for 32,186 feet of pipe lines, 
oil, and gas rights for 1248.6 acres, 
and oil and gas leases for 626.9 acres. 
Rents or royalties are to be paid by 
Home. In addition to the land and 
land rights there are five measuring 
station structures, one compressor sta- 
tion structure, one garage, twenty 
storage wells completely equipped 
(three wells have been abandoned) 
and steel gathering lines, as follows: 
3 feet of 1-inch pipe; 1,067 feet of 2- 
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inch pipe; 20,751 feet of 4-inch pipe; 
4,309 feet of 6-inch pipe, and 13,701 
fet of 8-inch pipe. There are also 
included six measuring stations and 
two 200 horse power Clark compres- 
sors with appurtenant equipment. 

A summary of the above property 
proposed to be leased, with the original 
cost of such property to Belmont, 
classified according to the requirements 
of the System of Accounts prescribed 
by this Commission and applicable to 
the lessor, was supplied. 

The Gilbert well was originally esti- 
mated to have contained 525,000 thou- 
sand cubic feet of gas at a pressure of 
1,860 pounds. This well is what is 
known in the trade as a freak well and 
is in the limestone formation. The 
field does not contain water bearing 
sands and gives up its gas very quickly. 
It was estimated by Mr. Palmer that 
from 225,000 thousand cubic feet to 
240,000 thousand cubic feet of gas 
could be stored in the Gilbert well at 
1,200 pounds pressure. He stated that 
this field is operated differently than 
the Dundee field, that the company de- 
pends on high head pressure to get the 
gas out quickly. He said the Gilbert 
well, properly pressured, would pro- 
duce 6,000 thousand cubic feet the 
first day, declining to about 2,500 
thousand cubic feet on the fifth day. 
It is therefore used on very cold and 
maximum use days to augment sup- 
plies. 

The Dundee field was estimated to 
have had an original capacity of 7,000,- 
000 thousand cubic feet. Here the gas 
is found in Oriskany sand. Mr. 
Palmer estimated that from 600,000 
to 700,000 thousand cubic feet of gas 
could be stored in this field at the 
pressure that the company is now using 
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which is from 216 pounds to about 300 
pounds. Gas is withdrawn more slow- 
ly from this field. It will produce 
about 5,000 thousand cubic feet daily 
early in the season. The two fields are 
operated together with the South 
Greenwood, field from which gas can 
be withdrawn at a daily rate of 3,000 
to 4,000 thousand cubic feet to supply 
Home’s requirements. 

Under the terms of the lease Home 
will have the right to withdraw all of 
its gas in the Gilbert field. From the 
Dundee field Home will have the right 
to withdraw gas only down to the 
agreed safe reservoir pressure of 216 
pounds per square inch. 


Cost of Storage Fields 


Mr. Josiah V. Colley, Treasurer of 
each of the petitioners in this proceed- 
ing, testified that Keystone paid Bel- 


mont $10,305.34 for all of the gas 
property in the Gilbert field and $96,- 
573.15 for all the gas property in the 


Dundee field. He stated that these 
were prices negotiated between Presi- 
dent Peck and the Home Gas Company 
and representatives of the Belmont 
Quadrangle Company. Both Mr. Col- 
ley and Mr. Edward R. Keener, val- 
uation engineer, employed by the Co- 
lumbia Engineering Company, tes- 
tified as to the original cost of these 
properties to Belmont. Mr. Keener 
testified that he had access to Bel- 
mont’s records in Bradford, Pa., which 
included a breakdown between labor 
and materials and that he had ex- 
amined enough vouchers to establish 
to his own satisfaction that the orig- 
inal costs submitted by Belmont were 
correct and proper. He determined 
that original cost to Belmont of the 
Gilbert property as of December 31, 
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1943, was $26,436.28 and of the Dun- 
dee property $259,424.19. 

To the Dundee property Keystone 
added the purchase of a 200 horse 
power Clark Compressor and related 
equipment purchased on June 15, 1943 
at cost from the Niagara Oil Corpora- 
tion for $13,571.70, as determined by 
it from the books and records of the 
latter corporation. 

In addition to the above purchases 
Keystone made additions resulting in 
a further cost of property of $10,450- 
.92 and made retirements of $6,871.52 
representing the original cost of prop- 
erty removed from service, or net addi- 
tions of $3,579.40. There was also 
a small addition of $258.46 by Key- 
stone to the Gilbert field property, but 
no retirements. 

Irving K. Peck, president of both 
Home and Keystone, testified that he 
had conducted the negotiations with 
Belmont that led to the purchase by 
Keystone of both the Gilbert and the 
Dundee fields. He said that negotia- 
tions were begun in 1942 after Bel- 
mont had evidenced a desire to sell 
and Keystone to buy. Belmont made 
up inventories of the properties, esti- 
mated the probable depreciation and 
salvage, and indicated what it consid- 
ered each field to be worth. Mr. Peck 
stated that he and Mr. Palmer then 
went over the property item by item 
and stated what they considered it 
worth to them. In that manner agree- 
ments were reached between the buyer 
and the seller. 


Since if it did not sell the field as a 
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whole Belmont would have had to 
salvage everything, salvage as well as 
depreciation was considered. Accord. 
ing to President Peck the pipe and 
gathering lines were priced at 85 per 
cent of the material cost, less salvage. 
Labor costs were excluded. Well pipe 
was taken at 85 per cent of the OPA 
ceiling price less $600 to $700 per well 
salvage. The compressor stations and 
buildings, said to have been two to 
four years old, were considered to be 
worth 80 per cent of their original cost 
after deducting certain salvage items 
on buildings. The final figure on 
these items was said to be between 73 
and 75 per cent of original cost. 
Rights of way were paid for at cost. 
On the above basis lump sums of 
money were set against each item and 
the final selling price arrived at. Mr. 
Peck testified that he knew and con- 
sidered original cost, depreciation, and 
estimated salvage for the various com- 
ponents of the property before agreeing 
on the final purchase price. 

Mr. Keener stated that he under- 
stood that the parties determined a 
reasonable price based on original cost 
and depreciation data supplied by the 
seller. He testified that he took the 
difference between the purchase price 
which he knew had been agreed upon 
between the parties and the original 
cost of the property. Although he 
himself did not examine the data or 
make any estimates of depreciation, 
he considered the price to be reason- 
able. There follows a summary of 
original cost and purchase price of the 
two fields: 
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Summary oF Cost oF Property To BE LEASED 


Dundee Field 
Acquired from’ Belmont 
Acquired from Niagara Oil Corporation 


Property added by Keystone 
Property retired by Keystone 
Total Cost of Dundee Field 


Gilbert Field 

Acquired from Belmont 

Additions by Keystone 
Depreciation Accrued during 1943 


Total Cost of Gilbert Field 
Total, both fields 
D—Indicates decrease. 


Using these original costs and de- 
preciation figures Mr. Colley found 
the original cost of the property less 
estimated depreciation. This is shown 
below : 

Dundee Gilbert 


$276,575.59 $26,694.74 
159,481.15 16,510.23 


Original cost 
Depreciation 





Cost, less deprecia- 
tion 
Price paid by Keystone 
To Belmont $96,573.15 
To Niagara Oil Cor- 
peration 13,571.70 


Total. ....icce cacnin ers $110,144.85 $10,305.34 

These determinations: of original 
cost were then used by Mr. Colley as a 
basis for the calculation of return as a 
part of rental, and amortization, both 
as shown in the following table: 


$117,094.44 $10,184.51 


$10,305.34 





DETERMINATION OF RENTALS 


Dundee 
$7,025.67 


Gilbert 


Return at 6% $611.07 


Amortization of Origi- 
rr Cost on 30-yr. life, 
(] 


4,098.00 356.00 


4,850.93 140.00 
2,810.27 244.43 


$18,784.87 $1,351.50 


Rounded out to .... $18,500. $1,400. 


Return was taken at 6 per cent on 
the original cost less depreciation. 
[20] 


Property 
mated 
Income Taxes 40% ... 





Total Rentals 





Estimated 
Depreciation 


Purchase 
Price 


$96,573.15 
13,695.63 


$110,268.78 
10,450.92 
3,625.26 


$117,094.44 


Original 
Cost 


$259,424.49 
13,571.70 


$272,996.19 
10,450.92 
6,871.52 


$276,575.59 


$162,851.34 
123.93D 





$162,727.41 
3,246.26 R 
$159,481.15 





$16,130.94 
"379.29 
$16,510.23 
$175,991.38 


$26,436.28 $10,305. 
46 X 


34 
258.46 





$26,694.74 
$303,270.33 


$10,563.80 
$127,658.24 





Amortization including land was said 
to be based on a 30-year life which in 
turn was based on the life of the con- 
tract made by Home with the New 
York State Natural Gas Corporation 
for Texas gas, but apparently it was 
computed as 34 per cent, which would 
mean a life of twenty-eight and one- 
half years. The witness Colley ad- 
mitted that a percentage of 3.33 per 
cent should have been used. 


Property taxes on the Dundee field 
were based. on 1943 assessment rolls in 
the town of Tyrone of $84,879.63, and 
of the town of Starkey of $31,200,000 
at the 1943 school, state and county 
tax rates, all taken from actual tax 
bills. It was assumed that income 
taxes will remain at a level of 40 per 
cent without change during the period. 


Mr. McKechnie also submitted Ex- 
hibits 7 and 8 on the cost of the fields 
to both Belmont and Keystone and his 
estimate of annual depreciation in the 
two fields. In Exhibit 7 there is pre- 
sented a series of sixteen tables show- 
ing a breakdown by kinds of property 
in both the Gilbert and Dundee gas 
fields, with supporting details. Both 
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the dollars of “Original Cost per Key- 
stone,” which is really the cost to Del- 
mont, and “Cost to Keystone” or the 
purchase price, are shown in parallel 
columns by items. Both figures are 
derived from the company’s books and 
records. In a few instances the costs 
of certain items of property to Key- 


Account 


341—Land and Land Rights 
Land Owned in Fee 
Surface of the Gilbert 100-acre farm 
—Oil and Gas Rights 


stone had to be allocated. A break- 
down of the Clark oil compressor pur- 
chase from Niagara Oil Company js 
also shown. 

A summary of the gas plant in the 
Gilbert field is set forth in Table 1, of 
Exhibit 7 (Account 102, Gas Plant 
Leased to Others) : 


Original Cost, 
per Keystone 
(2 


Cost to 
Keystone 
(3) 


$500.00 


Gas rights and gas bearing strata deeper than the Rich- 
burg and Waugh and Porter sands under the Gilbert 


342—Structures and Improvements 


Gas storage well construction and equipment 


Total Gilbert Field 


1,560.12 
2,060.12 


1,560.12 
2,060.12 


24,634.62(a) 
$26,694.74 


8,503.68 (a) 
$10,563.80 


(a) Includes bottom hole choke installed in well by The Keystone Gas Company Inc., in 1943. 


A summary of the gas plant in the 
Gilbert field is set forth in Table 1, 


Account 


(1) 
341—Land and Land Rights 
Land owned in fee 
Land rights 
Oil and gas rights 


OT UAINE HOS TCASES 05505100 sc050:5-6 60.88 


Rights of way 


342—Structures and Improvements 
Measuring station structures 
Compressor station structures 
Garage structures 
Gas storage wells 
Well and gathering lines 
Measuring equipment 
Compressor station equipment 


Total Dundee Field 


“Original Cost per Keystone” as 
used in the above tables means orig- 
inal cost to Belmont as determined by 
Keystone and entered on its books as 
original cost on the assumption that 
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of Exhibit 7 (Account 102, Gas Plant 
Leased to Others) : 


Original Cost, Cost to 
per Keystone Keystone 


(2) (3) 
$20,952.90 $17,431.86 
19,987.52 19,980.91 
632.66 632.66 
1,334.30 527.85 
$42,907.38 $38,573.28 


$126.20 
2,938.17 





3'031.80 

41,032.64 
$233,668.21 $79,194.86 
$276,575.59 $117,768.14 


Belmont first devoted the property to 
the public service. This was done in 
spite of the fact that the witness Palmer 
testified that the only business of Bel- 
mont was the production of gas and 
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that it does not transport gas or sell it 
to consumers; and further that Key- 
stone did not consider Belmont a pub- 
lic utility. Both companies evidently 
have assumed that Belmont is not a 
public utility and is not subject to 
Commission jurisdiction, as it makes 
no report to the Commission, and as 
no application for approval was made 
to the Commission by the parties when 
the two gas fields were transferred 
from Belmont to Keystone. The Com- 
mission’s definition of original cost is 
the cost of such property to the person 
frst devoting it to the public service. 
If petitioner’s assumption is accepted, 
Belmont did not so devote the property 
as it was concededly not then a public 
utility. 

In his Exhibit 7 Mr. McKechnie 
considered the “Cost to Keystone’ as 
original cost since that company was 


the first to devote the property to the 
public use, as defined in the System of 


Accounts. The cost to Keystone was 
available in its records. Mr. McKech- 
nie’s determination of cost of the Dun- 
dee field to Keystone, or $117,768.14 
(Table 2) is $673.10 greater than the 
net purchase price and construction 
cost shown by the company. This is 
due to the undistributed excess of the 
purchase price over the salvage of com- 
pressor station No. 2. The reconcilia- 
tion of the difference between Bel- 
mont’s selling price and Mr. McKech- 
nie’s determination is shown in Table 
14 of Exhibit 7. Mr. McKechnie’s de- 
termination of the cost of the Gilbert 
field to Keystone agreed with Keystone 
claim. 

Mr. McKechnie determined the an- 
nual depreciation in the Dundee field, 
exclusive of land in fee, based on the 
cost to Keystone, as original cost, and 
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using a 30-year remaining life as of 
December 31, 1943, as the company 
did. This 30-year life is based on the 
existence of a 30-year contract between 
Home and its suppliers. Similarly, 
the Gilbert field is given a 31-year life 
because it was acquired by Keystone a 
year before the Dundee field. Mr. 
McKechnie found annual depreciation 
in the Dundee field of $3,344 and in 
the Gilbert field of $324, not including 
land owned in fee. If land in fee is 
amortized over the 30-year period the 
total amounts would be $3,925 for the 
Dundee field and $341 for the Gilbert 
field. It does not appear that the land 
has much value except as a storage 
field. What the situation will be 
thirty years from now, or what the 
land would then be worth, is too spec- 
ulative even to estimate. The differ- 
ence for the two fields is less than $600 
annually. I have included the amorti- 
zation of the land in fee in the rentals. 


It will be noted that in making its 
compilation of return the company has 
calculated a 6 per cent return on the 
entire original cost for each year of 
the period, making no allowance for 
lessening investment as the cost is 
amortized year by year. This produces 
an annual return of $7,025.67 and 
$611.07 respectively for the Dundee 
and Gilbert fields for each year of the 
lease. If return is computed on the 
basis of the average investment over 
the 30-year period and on the figures 
as revised, the average annual return 
would be, on the Dundee field $3,- 
533.04, and on the Gilbert field 
$316.91. 

Revising the company’s proposed 
rentals in accordance with the above 
findings and substituting Mr. Mc- 
Kechnie’s amortization, we have the 
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following costs on which rentals 
should be based as compared with the 
company’s figures for a rental for a 
30-year period. 


Per As revised 
Company herein 


$7,025.67 


4,098.00 
4,850.93 


Dundee Field 

Return at 6% 

Depreciation and 
amortization 

Property taxes 

Income taxes 40% .... 


$3,533.04 


3,925.00 
4,850.93 
2,810.27 ‘1,413.22 


Totals $18,784.87 $13,722.19 
Rounded out 8,500. 13,500 


Gilbert Field 

Return at 6% 

Depreciation and 
amortization 

Property taxes 

Income taxes 40% .... 





$316.91 


341.00 
140.00 
126.76 


$924.67 
1,000.00 


$611.07 


356.00 
140.00 
244.43 


$1,351.50 
1,400.00 





Rounded out 


[1, 2] The computation of a re- 
turn to be included in the rental on 
the basis of average balances over a 
30-year life is open to criticism in that 
this life may not be attained. The 
same might be said with respect to 
annual depreciation. Here, however, 
having adopted the straight-line meth- 
od it is necessary to make an esti- 
mate of the total life in order to obtain 
a basis for allocating a portion of the 
cost to each year. The estimated life 
is presumably the best estimate possi- 
ble at the time it is made. Whether 
such an estimate is good or bad can 
only be determined in the future. If 
experience proves it to be wrong it can 
be corrected later. 

In the case of computing a return 
it is not necessary to consider the en- 
tire period of the estimated life. 
Ideally the component for return in- 
cluded in an annual rental would vary 
from year to year, and in the case of 
a declining investment would decrease 
annually. However, considering the 
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procedure necessary to secure the ap. 
proval of an annual rental the appli- 
cation of this method might be too 
costly in time and effort. 

A reasonable alternative would be 
the selection of an arbitrary period of 
say five years and the computation of 
return on the basis of the average plant 
balance for such a 5-year period. At 
the end of the period a new rental 
would be computed to include modif- 
cations made necessary by experience. 
Assuming that the basic factors re- 
main the same over the entire life of 
the plant, the total amount obtained is 
the same as would be obtained on the 
basis of a return on the average bal- 
ance for the 30-year period. A bene- 
fit to the company under such a 5- 
year plan would be obtained under this 
procedure in that there would be less 
possibility of its being deprived of a 
reasonable return on its net invest- 
ment if it should turn out that the 30: 
year life was not actually attained. 
For example, a computation of rentals 
for the Dundee field on a 5-year basis 
indicates that computed by the meth- 
ods used above for a 30-year period, 
rentals would amount to from $17,844 
annually during the first 5-year period, 
to $9,600 annually in the last 5-year 
period of a 30-year life. 

[3] The company has proposed a 
lease for a 30-year period subject to 
cancellation on two years’ notice by 
either party. - Such a period is alto- 
gether too uncertain and speculative. 
Conditions may change either to re- 
quire a modification or a cancellation 
of the lease. A lease for a period of 
five years (with provision for extend- 
ing the lease for like periods of time) 
would appear to involve much less risk 
to Keystone of not recovering its in- 
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RE HOME GAS CO. 


yestment and it would relieve Home 
of any obligation to continue to pay a 
lease rental should the usefulness of 
the field to it cease before the end of 
thirty years. 


Discussion and Conclusion 


[4] Two or three further points re- 
quire discussion. Mr. McKechnie’s 
working papers contain copies of opin- 
ions by counsel for the companies con- 
cerning the status of the Belmont 
Company. These opinions were given 
at the time the acquisition of these 
two gas fields was under considera- 
tion. While some difference of view 
is indicated it was definitely deter- 
mined by Keystone on its counsel’s 
opinion that Belmont was not under 
the jurisdiction of the Commission and 
that no application to the Commission 
for the purchase of the gas fields by 
Keystone was necessary. 

It would therefore seem that no in- 
tentional effort was made to disregard 
the Commission’s jurisdiction and that 
full consideration was given to the 
question before the conclusion was 
reached that the Belmont Company 
was not a public utility under the Pub- 
lic Service Law. It further appears 
from the Commission’s records that 
the Belmont Company has never sub- 
mitted itself to the jurisdiction of this 
Commission and that it has never filed 
any reports with it. On the basis of 
available information it appears that 
Belmont should be considered as a 
nonutility company, and I have so con- 
sidered it. 


[5] The record shows that Key- 
stone used its own revenues to make 
the purchase of the Dundee and Gil- 
bert storage fields although these fields 
were more needed by the Home Com- 
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pany, which was not in a position 
financially to make the purchase at the 
time. It further appears from the rec- 
ord that the Home Company has had 
the use of these fields in the conduct 
of its business since purchase by Key- 
stone just prior to the application for 
approval of the lease. 

On the other hand, the record dis- 
closes that Keystone has received in- 
directly in the conduct of its own busi- 
ness some benefit along with other 
companies who are customers of 
Home, from these storage fields in that 
its recent supply of gas has been ob- 
tained in part from those fields. 

Section 107 of Art 6 of the Public 
Service Law provides as follows: 

“Approval of the Use of Revenues. 
—Except with the consent and ap- 
proval of the Public Service Commis- 
sion first had and obtained, no public 
utility shall use revenues received from 
the rendition of public service within 
the state for any purpose other than its 
operating, maintenance and deprecia- 
tion expenses, the construction, ex- 
tension, improvement or maintenance 
of its facilities and service, the payment 
of its indebtedness and interest there- 
on, and the payment of dividends to 
its stockholders.” 

In commenting on this new law in 
its 1934 annual report (Volume 1, 
pages 8, 9) the Commission stated : 

“The measure leaves with the Com- 
mission the decision of what are proper 
utility expenses and prevents operat- 
ing companies from diverting their 
funds to recoup the losses of their af- 
filiated companies.” 

Under a strict construction of this 
section and considering its purpose it 
might be held that Keystone should 
have obtained the consent and ap- 
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proval of this Commission to use its 
own revenues for the purchase of these 
fields when the more important pur- 
pose of such purchase was to further 
the business activities of its affiliate, 
the Home Company. On the other 
hand it might well be held that Key- 
stone funds were used for “the con- 
struction, extension, improvement 
of its facilities and service” 

for its own benefit in part at least. 

Under all the circumstances of this 
situation I conclude that inasmuch as 
these storage fields have at least been 
indirectly used by Keystone for the 
extension of its facilities and service, 
no violation of § 107 has occurred. 

Keystone has entered on its books 
as original cost with an offset to de- 
preciation, the original cost of these 
gas storage fields to Belmont. This is 
not in accordance with the system of 
accounts providing that it is assumed 
that Keystone was the first to devote 
the property to the public use, as has 
been done herein. However, the rec- 
ord in this proceeding is inadequate to 
permit of a final determination of how 
the purchase of these fields should be 
recorded on Keystone’s books. The 
usual continuing property record case 
is pending with this Commission 
(Case 9816) and is now nearly ready 
for determination. This matter should 
be considered and finally determined 
in that proceeding. 


Summary and Recommendation 


The record shows that these two 
storage fields are necessary for the 
present operations of Home which 
now obtains and expects to continue 


to obtain the larger part of its gas sup- 
ply from outside sources through pipe 
lines limited in capacity. Ground 
storage must be provided to maintain 
an adequate supply to its customers, all 
New York state distributing utilities, 
throughout the year. So far as the 
record shows Dundee and Gilbert 
fields are the only suitable fields avail- 
able to Home. They are owned by 
Home’s affiliate, Keystone, which has 
an interest in an adequate supply of 
gas throughout the year for its own 
customers. Connections to the two 
storage fields are already established 
by Home. 


However, in view of the very long 
term proposed and of the inequitable 
and improper rentals, I cannot recom- 
mend approval of the proposed lease 
as in the public interest. The term 
should not exceed five years. Rentals 
for the shorter period should be com- 
puted on the revised bases suggested 
herein. At the end of such a period 
it can be reviewed and modified if con- 
ditions and experience so require or 
renewed at rentals computed on values 
at the time, if other conditions have 
not changed. If the lease is revised 
and resubmitted along the lines sug- 
gested I would then recommend its 
approval. 


It is recommended that this report 
be served on the companies parties to 
this proceeding. If within thirty days 
of service thereof they indicate their 
willingness to modify the term and 
rentals as suggested herein by submit- 
ting a new lease so modified, an order 
of approval should issue. 
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RE PUBLIC UTILITIES CALIFORNIA CORPORATION 


CALIFORNIA RAILROAD COMMISSION 


Re Public Utilities California Corporation 


Decision No. 37389, Application No. 25928 
October 10, 1944 


PPLICATION for authority to transfer public utility properties 
L \ to foreign cooperative association; denied. 


Consolidation, merger, and sale, § 44 — Public utility properties — Assumption 
of obligations. 

1. A purchaser of properties devoted to a public use takes such property 
subject to all of its public utility obligations, p. 313. 

Public utilities, § 58 — Codperative associations — Regulation by states. 
2. The Public Utilities Act does not exempt a private corporation from 
regulation as a public utility merely because it may have been organized 
on a cooperative basis, p. 313. 


Public utilities, § 21 — Test of status — Charter powers and purposes 
3. The powers and purposes set forth in articles of incorporation do not 
of themselves fix the future status of a corporation as being utility or non- 
utility in character, p. 315. 


Public utilities, § 59 — Nonprofit codperative association. 
4. A nonprofit codperative association which is acquiring a public utility’s 
property will be operating as a public utility upon consummation of the 
acquisition, where it plans to continue service to all members of the public 
now served by the public utility, to assume the latter’s service and con- 
tractual obligations, and to extend service to other members of the public 
who apply therefor, where it plans to pay membership fees of the public 
utility company’s customers and to admit them to membership, where it is 
borrowing money from the Rural Electrification Administration for the 
purpose of furnishing electric energy to persons not receiving central sta- 
tion electric service, where it is securing such loans with a mortgage pro- 
viding that it will comply with all laws, ordinances, regulations, and require- 
ments, and where it ‘agrees that it will, subject to applicable laws and orders 
of regulatory bodies, charge for service at rates sufficient to pay taxes, 
maintenance expense, cost of electric energy, and other operating expenses, 
p. 315. 

Consolidation, merger, and sale, § 29 — Sale to foreign corporation. 
5. The Commission may not authorize the transfer of public utility proper- 


ties to a foreign corporation not presently lawfully transacting a public 
utility business of like character within the state, p. 315. 


> 


APPEARANCES: Orrick, Dahlquist, ifornia Corporation; J. Arthur Berg, 
Neff, Brown & Herrington, by Hill- for Coos Electric Cooperative, Inc. ; 
yer Brown, for Public Utilities Cal- John L. Childs, District Attorney of 
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Del Norte county, and G. H. Van 
Harvey, for Board of Supervisors of 
Del Norte county, and for Del Norte 
Chamber of Commerce, protestants. 


By the Commission: Applicants 
request an order authorizing the trans- 
fer of public utility electric and water 
systems in Del Norte county from 
Public Utilities California Corpora- 
tion to Coos Electric Cooperative, 
Inc., pursuant to a proposed contract 
between the parties. 

Public hearings were held by Exam- 
iner Fankhauser at Crescent City on 
March 1 and 2, April 5, 6, and 7, 
1944, and at San Francisco on April 
17, 1944. Briefs have been filed and 
the matter is now ready for decision. 

Public Utilities California Corpora- 
tion is a California corporation organ- 
ized in 1927. It owns and operates a 
number of public utility electric, water, 


and telephone systems in various sec- 


tions of California. The properties 
here involved are the corporation’s 
public utility electric and water sys- 
tems which serve Crescent City and 
Smith River and surrounding terri- 
tory in Del Norte county. Such 
properties were dedicated to public use 


many years ago and were acquired by 
the corporation from predecessor util. 
ities. 

The proposed purchaser of these 
utility properties is Coos Electric Co. 
operative, Inc., a corporation organ- 
ized in 1939 under the statutes of 
Oregon relating to nonprofit corpora- 
tions and associations.! It owns some 
200 miles of electric distribution lines 
in Oregon, serves a number of com- 
munities in that State,” and has about 
1,000 members. Such properties have 
been financed by loans obtained 
through the Rural Electrification Ad- 
ministration. 

The Oregon corporation takes the 
position that it will not be a public 
utility subject to regulation in Cal- 
ifornia in operating the utility prop- 
erties which it proposes to acquire 
from the California corporation. 
Protestants to the proposed transfer 
urge, as one ground of protest, that 
the Oregon corporation has no right 
to transact business as a public utility 
in California, because of § 26 of the 
Public Utilities Act.® 

Most cases calling for a determina- 
tion of utility status arise from a chal- 





1QOregon Code, 1930. Title XXV, Chap. 
VIII, Vol. 2, §§ 25-801 et seq; Oregon Com- 
piled Laws, 1940, Vol. 5, p. 509. 

2Sumner, Fairview, McKinley, Dora, Sit- 
kum, Gravel Ford, Bridge, Remote, Gaylord, 
Fishtrap (Hall’s Creek), and Port Orford. 

8 Section 26 of the Public Utilities Act 
reads as follows: 

“No foreign corporation, other than those 
which by compliance with the laws of this 
state are entitled to transact a public utility 
business within this state, shall henceforth 
transact within this state any public utility 
business, nor shall any foreign corporation 
which is at present lawfully transacting busi- 
ness within this state henceforth transact with- 
in this state any public utility business of a 
character different from that which it is at 
present authorized by its charter or articles 
of incorporation to transact, nor shall any li- 
cense, permit or franchise to own, control, 
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operate or manage any public utility business 
or any part or incident thereof be henceforth 
granted or transferred, directly or indirectly, 
to any foreign corporation which is not at 
present lawfully transacting within this state 
a public utility business of like character, pro- 
vided, that foreign corporations engaging 
in commerce with foreign nations or com- 
merce among the several states of this Union 
may transact within this state such commerce 
and intrastate commerce of a like character; 
and, provided, further, that any foreign cor- 
poration, which may comply with the laws of 
this state respecting foreign corporations, and 
which owns at least 90 per cent of the out- 
standing capital stock of any other foreign 
corporation transacting a public utility busi- 
ness in this state, may succeed to the public 
utility business, franchises and rights of such 
latter corporation and, thereafter continue 
and carry on such public utility business.” 
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RE PUBLIC UTILITIES CALIFORNIA CORPORATION 


lenge of the character of existing op- 
erations where the owners thereof have 
not submitted to regulation. The 
question normally presented is wheth- 
er the owning or operating entity has 
acted in such a manner as to have dedi- 
cated its property to public use. That 
question is not involved in this pro- 
ceeding. Here the purchaser proposes 
to take over utility systems already 
dedicated to public use and serving 
the public, and such purchaser intends 
to continue the existing service. 

[1] Utility systems may not be 
transferred without authorization. 
And a purchaser of property devoted 
to a public use takes such property 
subject to all of its public utility obli- 
gations. This is true even though the 
purchaser be an entity not subject to 
regulation under the Public Utilities 
Act, such as a municipality, an irriga- 
tion district, or other political subdi- 
vision.* 

[2] In the instant proceeding the 
prospective purchaser of utility prop- 
erties is not a political subdivision, but 
is a private corporation organized un- 
der Oregon laws which permit the 
formation of corporations “for the 
transaction of any lawful business on 
the codperative plan.” (See footnote 
1, supra.) Thus the question present- 
ed is whether such a ‘private corpora- 
tion, organized to transact business 
on a cooperative basis, may take over 


and operate utility systems in Cali- 
fornia without thereby becoming a 
public utility subject to regulation by 
the Commission. 

The Constitution of California de- 
clares that every “private corporation, 
and every individual or association of 
individuals, owning, operating, man- 
aging, or controlling” any plant fur- 
nishing light, water or power, “either 
directly or indirectly, to or for the 
public, is hereby declared to 
be a public utility subject to such con- 
trol and regulation by the Railroad 
Commission as may be provided by 
the legislature, .” (Art XII, 
§ 23.) 

The term “corporation,” when used 
in the Public Utilities Act, “includes 
a corporation, a company, an associa- 
tion and a joint stock association.” 
(Section 2(c).) 

The term “electrical corporation”’ 
includes every corporation or person 
owning “any electric plant for com- 
pensation within this state, except 
where electricity is generated on or 
distributed by the producer through 
private property alone solely for his 
own use or the use of his tenants and 
not for sale to others.” (Section 2 
(r).) The term “water corporation” 
includes every corporation or person 
owning “any water system for com- 
pensation within this state.” (Sec- 
tion 2(x).)° 





‘South Pasadena v. Pasadena Land & 
Water Co. (1908) 152 Cal 579, 93 Pac 490; 
Brooks v. Oakdale Irrig. Dist. (1928) 90 Cal 
App 225, 265 Pac 1003. 

5Section 1 of the Act for Regulation of 
Water Companies (Stats 1913, p. 84, as 
amended) also provides that anyone who 
sells, leases, rents or delivers water, with cer- 
tain exceptions not relevant here, is a public 
utility. Section 2 of that statute exempts 
from regulation so-called “mutual companies,” 
corporations or associations delivering water 
to no one except stockholders or members at 
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cost, and organized solely for that purpose. 
The stockholders or members of a true “mu- 
tual,” by serving themselves with -their own 
water through their own system, each owning 
a proportionate interest therein, do not there- 
by dedicate their private supply and facilities 
to public use. It has already been noted, 
however, that questions relating to dedication 
and status are not involved in this proceeding, 
as the properties have been dedicated to pub- 
lic use for many years, and the proposed pur- 
chaser necessarily will continue existing 
service. 
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The term “public utility,” when used 
in the Public Utilities Act, includes 
every electrical corporation and every 
water corporation “where the service 
is performed for or the commodity de- 
livered to the public or any portion 
thereof.” (Section 2(dd).) The 
“public or any portion thereof’ as 
herein used means the public general- 
ly, or any limited portion of the pub- 
lic . . . for which the service is 
performed or to which the commodity 
is delivered, and whenever any ; 
electrical corporation, water 
corporation, performs a serv- 
ice or delivers a commodity to the pub- 
lic or any portion thereof for which 
any compensation or payment whatso- 
ever is received, such elec- 
trical corporation, water cor- 
poration, is hereby declared 
to be a public utility subject to the ju- 


risdiction, control and regulation of 
the Commission and the provisions of 


this act.” italics 


added. ) 

The Public Utilities Act does not 
exempt a private corporation from 
regulation as a public utility merely be- 
cause such corporation may have been 
organized on a cooperative basis. 
Moreover California law does not 
prohibit cooperative corporations from 
engaging in utility business. 

Under the Civil Code a “‘codpera- 
tive corporation” is one “composed of 
ultimate producers and/or consumers 

organized for the purpose of 
conducting any lawful business prima- 
rily for the mutual benefit of its share 
holders and/or members and 
the earnings, savings or benefits of 
which are used for the general wel- 
fare of the shareholders, members, or 
patrons or are distributed 
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(Section 2(ee); 


proportionately and equitably among 
the persons for which it does business 
upon the basis of the amount of their 
transactions and/or participation jn 
production; . .” (Section 653.1: 
italics added.) Five or more per. 
sons may form a cooperative “for any 
lawful purpose” by filing articles of in. 
corporation. (Section 653.3.) Fur. 
thermore, cooperative corporations 
“shall have and enjoy all rights, pow- 
ers, and privileges granted generally 
to corporations by the laws of this 
state, except as may be inconsistent 
with the provisions of this title.” 
(Section 653.5; italics added.) 


A “nonprofit corporation,” under 
the California Civil Code, may he 
formed “for any lawful purposes such 
as . . for rendering services, 
which do not contemplate the distribu- 
tion of gains, profits or dividends to 
the members thereof, and for which in- 
dividuals lawfully may associate them- 
selves, subject to laws and regulations 
applicable to particular classes of non- 
profit corporations or lines of activity. 
The carrying on of business at a profit 
incidental to the main purposes of the 
corporation shall not be 
deemed forbidden to nonprofit cor- 
porations.” (Section 593, _ italics 
added. ) 

Thus, it is clear that California laws 
permitting the formation of nonprofit 
cooperative corporations not only fail 
to prohibit such corporations from 
engaging in public utility business, but 
expressly provide that such corpora- 
tions may be formed for “any lawful 
purposes.” The enabling statutes 
also recognize that such corporations 
shall be “subject to laws and regula- 
tions” applicable to particular “lines of 
activity.” And the public utility busi- 
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ness is.a “line of activity” which is 
subject to certain laws and regulations. 

[3-5] The articles of the Oregon 
corporation indicate that one of the 
purposes of the corporation is to fur- 
nish electricity and water “to its mem- 
bers,’ and such articles provide that 
the corporation “shall render no serv- 
ice to or for the public.”” However, 
the powers and purposes which may 
be set forth in articles of incorporation 
do not of themselves fix the future 
status of a corporation as being utility 
or nonutility in character. Even in 
cases where the issue is whether there 
has been a dedication to public use, 
the test of status is to be found in acts 
and performance, rather than in state- 
ments contained in articles of incor- 
poration or in bylaws. As already 
noted, the properties here involved 
have been dedicated to public use for 
many years. 

Consistent with the fact that a pur- 
chaser of utility properties takes such 
properties subject to all utility obliga- 
tions, the record herein shows that the 
Oregon corporation plans to continue 
service to all members of the public 
now served by the California corpora- 
tion, will assume the latter’s service 
and contractual obligations, and pro- 
poses to extend service to other mem- 
bers of the public who apply therefor. 

The Oregon corporation’s articles 
and bylaws provide that “any person, 
firm, corporation, or body politic” may 
become a “member” upon paying a $5 


“membership fee,” agreeing to pur- 
chase electricity or water, agreeing to 
comply with the articles, bylaws, and 
rules, and being “accepted for mem- 
bership.” Payment of the $5 member- 
ship fee makes a member eligible for 
one electric and one water service con- 
nection. An additional $5 fee must 
be paid for each additional service con- 
nection. 

Before 1944 the articles provided 
that no membership certificate should 
be issued until the membership fee 
‘thas been fully paid for in cash,” and 
such payment deposited with the treas- 
urer. In January of 1944, after the 
present application was filed, the ar- 
ticles were amended to provide that 
membership certificates should not be 
issued until the membership fee “has 
been fully paid and such payment has 
been noted on the books of the cor- 
poration.” 

The proposed contract of sale, at- 
tached to the application herein, pro- 
vides that the Oregon corporation 
shall not only admit to membership all 
of the California utility’s customers 
who apply, but shall pay the member- 
ship fees of such utility customers.® 
In 1943 the Oregon corporation’s di- 
rectors resolved that each customer of 
the California utility at the time of 
transfer automatically. would become a 
member in good standing, and relieved 
of the $5 membership fee payment.” 
In 1944 the directors resolved that 
membership fees of utility customers 





8 Article II, § 2 of the proposed contract 
of sale reads as follows: 

“Purchaser” (the Oregon corporation) 
“shall admit to membership all consumers who 
shall be receiving service from the system 
on the closing date and who shall make ap- 
plication for membership in purchaser; pro- 
vided, however, that such consumers shall 
agree to be bound by and comply with the 
provisions of the articles of association and 


the bylaws of purchaser and by such rules 
and regulations as may from time to time be 
adopted by purchaser. The membership fee 
of purchaser with respect to each such con- 
sumer shall be paid by purchaser.” 

7A resolution of October 28, 1943 provided 
in part as follows: 

“Now, Therefore, be it resolved by this co- 
Sperative that upon the closing date of the 
agreement for the purchase of said electric 
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of the California corporation be paid 
by the Oregon corporation.’ The 
form of application for membership re- 
cites that the Oregon corporation “will 
pay on behalf of applicant the sum of 
$5, which will constitute the appli- 
cant’s membership fee.” 


Under the purchase agreement the 
Oregon corporation will assume all 
service contracts of the California cor- 
poration, as well as franchise and per- 
mit obligations.? The proposed deed 
includes all licenses, franchises, or- 
dinances, authorizations, privileges, 
and permits of the California corpora- 
tion, issued by the Federal or state 
governments, or any political subdi- 
vision, board or Commission, author- 
izing the construction, operation, or 
maintenance of the physical proper- 
ties, in so far as such franchises, etc., 
permit of conveyance or assignment. 
Both the deed and the purchase agree- 
ment include all existing contracts re- 
lating to electric or water service “to 
the ultimate consumer.” The Oregon 


corporation will assume liabilities of 
the California corporation with re. 
gard to the refunding of consumer’; 
deposits and refundable contributions 
for extensions. 


The obligation to purchase the prop- 
erties of the California corporation js 
conditioned, under the purchase agree. 
ment, upon the obtaining by the Ore. 
gon corporation of all “orders, fran- 
chises, certificates, permits, consents, 
and approvals, to the extent required 
by law, from all Federal, state, and 
local authorities having jurisdiction 
in the premises, in connection with the 
operation by purchaser of all or any 
part of the system; : 

Not only will existing customers 
continue to receive utility service from 
the Oregon corporation, but the latter 
plans to extend such service to some 
300 additional users. When surveys 
have been completed, and when feas- 
ible, the corporation contemplates pos- 
sible construction of about 120 addi- 
tional miles of pole lines. 





and water systems by the Coos Electric Co- 
Operative from the Public Utilities California 
Corporation, that each and every user now 
connected and procuring service of either elec- 
tricity or water, or either or both of them, 
and receiving such service on the closing date 
of said agreement, be and they are hereby 
declared to automatically become members of 
this codperative in good standing ; 

“Be it further resolved that such members 
be and they are hereby relieved of the neces- 
sity of the payment of the $5 membership fee; 

“Be it further resolved that it shall not be 
necessary that each of said users file the ap- 
plication for membership. by the closing date, 
but that applications be made and filed with 
the codperative as rapidly as conveniently 
possible thereafter.” 


8A resolution of February 10, 1944, reads 
in part as follows: 

“Whereas, the consumers on the lines to be 
acquired as hereinabove mentioned have been 
receiving electric and water service for a sub- 
stantial period of time, requiring no develop- 
ment period before usage of such consumers 
reaches pay-out levels; 
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“Now, therefore, be it resolved, that the 
cooperative pay- the membership fees in the 
cooperative of the consumers on the electric 
and water systems to be acquired and issue 
membership certificates to said consumers up- 
on receipt of signed applications for member- 
ship from such consumers.” 

9“ | . .~ purchaser shall assume 
the following liabilities in so far as they shall 
have been incurred by seller in connection 
with the normal operation of the system; 
(a) Service Contracts: all obliga- 
tions to be performed under all con- 
tracts relating to electric or water service to 
the ultimate consumer from, through or by 
the electric or water lines or facilities in- 
cluded in the system, provided that the rates 
specified in such contracts shall have been 
duly filed with and approved by the appro- 
priate regulatory Commission . . . ; (¢) 

all obligations to be performed : 
under all governmental license fran- 
chises, ordinances, privileges, and permits, to 
the extent that such easements, agreements, 
licenses, franchises, ordinances, privileges, and 
permits are included in the system.” (Pur- 
chase agreement, Art. I, § 4.) 
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RE PUBLIC UTILITIES CALIFORNIA CORPORATION 


Under loan contract with the United 
States of America (through the Ad- 
ministrator of the Rural Electrifica- 
tion Administration), the Oregon 
corporation has borrowed a substan- 
tial sum of money, and has arranged 
to borrow additional sums. The 
declared purpose of such arrangement 
is to finance the construction and 
operation of an electric sy stem to serve 
about 2,745 consumers in two Oregon 
counties, Del Norte county in Cali- 
fornia, and in counties contiguous 
thereto in both states, “for the pur- 
pose of furnishing electric energy to 
persons not receiving central station 
electric service.” 4° When required by 
the Administrator, the borrower is re- 
quired to submit evidence that it has 
obtained “such franchises, authoriza- 


tions, permits, licenses, certificates of 
public convenience and necessity, ap- 
provals, and orders from public bodies 


and others,” as the Administrator shall 
deem necessary or advisable. And the 
borrower, when so requested by the 
Administrator, shall transfer and con- 
vey to such purchasers “as the Ad- 
ministrator shall designate or ap- 
prove,” all or such portion of the 
system in California as the Adminis- 
trator shall designate or approve, “for 
such consideration and on such terms 
and conditions as shallbe prescribed 
by the Administrator ; 3 

To secure present and future notes 


to the government, the Oregon cor- 
poration has executed a mortgage 
which provides that it will comply 
with all valid laws, ordinances, regu- 
lations, and requirements applicable to 
it or its property.” Moreover, the 
corporation, “subject to applicable 
laws and rules and orders of regulatory 
bodies, will charge for electric energy 
and other services furnished by it 
rates which shall be sufficient to pay 
and discharge all taxes, maintenance 
expense, cost of electric energy, and 
other operating expenses 

(Italics added. ) 

Public Utilities California Corpora- 
tion, through the properties here in- 
volved, serves about 750 electric cus- 
tomers and 630 water customers. 
Some 400 of these customers are with- 
in the city limits of Crescent City. 
To establish credit, this utility requires 
residence customers who are not prop- 
erty owners to make a deposit of $5 
for electric service and $2.50 for water 
service, deposits being returnable after 
a period of one year. 

All of these utility customers will 
continue to receive service from the 
Oregon corporation. They need only 
apply for service by signing a member- 
ship application, the $5 membership 
fee having been waived.” The presi- 
dent of the Oregon corporation tes- 
tified in part as follows: 





10Interlineations in other sections of the 
loan contract refer to the acquisition of exist- 
ing facilities, For example, in Art. III of 
the contract relating to “Construction,” the 
‘eb italicized below have been added to 


“Section 1. The borrower shall cause the 
system to be constructed under contract by a 
responsible contractor or contractors, except 
to the extent that the Administrator shall per- 
mit the borrower to construct by force ac- 
count any portion or portions of the system, 
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or to acquire existing facilities to be included 
in the system. 

11 Membership is po restricted to individ- 
uals. The Oregon corporation’s president 
testified in part as follows: 

Mr. Childs: Now, under your articles you 
state that only—that you will not serve any- 
one only members. What are you going to 
do for street lights here in Crescent City? 
A. The city can become a member. 

Q. The city can become a member? Pub- 
lic buildings the same? A. Yes. 
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Q. Is there any stock sold or what 
is the arrangement with reference to 
the memberships? A. There is no 
stock sold; there is a membership ap- 
plication that each member must sign 
to become a member of the co-op. 

Q. And what responsibility is there 
in connection with that membership? 
A. There is no financial responsibility 
whatever. It is merely the same as 
signing any application for electric 
service from any private utility. 


Q. In connection with the users in 
this area if this application be granted 
is there any membership fee to be 
charged to members at the time of ap- 
plication? A. Not for those being 
served at present. 

Q. And the board of directors of 
the codperative have passed a resolu- 
tion making those applicants auto- 
matically members of the association 


upon signing the application for elec- 


tric service? A. That is right. 

Q. Now, then, you say there is no 
financial responsibility whatever, then, 
that is taken on by any member of the 
codperative? A. The only responsi- 
bility is morally, to pay their bill. 


Q. That is for the electric service? 
A. For the electric service, that is al].# 


It is clear that if the proposed trans. 
fer is consummated, the Oregon cor. 
poration will be operating as a public 
utility in California. Section 26 of 
the Public Utilities Act provides in 
part that no “license, permit, or fran- 
chise to own, control, operate, or man- 
age any public utility business or any 
part or incident thereof be henceforth 
granted or transferred, directly or in- 
directly, to any foreign corporation 
which is not at present lawfully trans- 
acting within this state a public utility 
business of like character ; , 
The Commission may not authorize 
the transfer of public utility properties 
to the Oregon corporation, and the ap- 
plication must be denied. Discussion 
of other issues raised by the parties 
would serve no useful purpose. 

After submission of the proceeding, 
and after receipt of all briefs, certain 
“interveners” filed a “Complaint in 
Intervention and Answer to Applica- 
tion.” That document has not been 
considered by the Commission in ar- 
riving at its decision in this matter. 











12The form of “Application for Member- 
ship and for Electric Service” provides that 
the applicant, “by becoming a member, as- 
sumes no personal liability or responsibility 
for any debts or liabilities of the codperative, 
and it is expressly understood that under the 
law his private property is exempt from exe- 
cution for any such debts or liabilities.” Such 


provision is consistent with the corporation's 
Articles and Bylaws. 

The application form also provides that up- 
on acceptance the application shall constitute 
an agreement, “and the contract for electric 
service shall continue in force from the date 
service is made available by the Codperative 
to the Applicant” until canceled by thirty days’ 
written notice by either party. 
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ESPACH v. NASSAU & SUFFOLK LIGHTING CO. 


NEW YORK COURT OF APPEALS 


Margaret Espach et al. 


Nassau & Suffolk Lighting Company et al. 


293 NY 463, 57 NE(2d) 835 
October 20, 1944 


PPEAL from judgment affirming judgment for defendant in 
A action to recover losses based on intercompany sales of 
gas; judgment affirmed. 


Intercorporate relations, § 18 — Gas sales to affiliates — Fairness of price. 
Common directors of affiliated gas companies were not guilty of a breach 
of duty to either company, in fixing the price to be paid for gas furnished 
by one of the companies to its affiliate, where the selling corporation made 
a substantial profit from the transaction and the company controlling both 
the purchaser and seller gained no unfair advantage, where the common 
directors acted honestly, seeking to arrive at a fair price, and both corpora- 


tions benefited by the transaction. 


APPEARANCES: Percival E. Jack- 
son and C. Walter Randall, both of 
New York city, and Milton Pinkus, 
of Hempstead, L. I., for appellants ; 
Stephen Callaghan, Ralph Stout, and 
Thomas A. Gaffney, all of New York 
city, for respondents Ellis L. Phillips 
and others; Charles G. Blakeslee, of 
New York city, John J. Donohue, of 
Mineola, and John C. Bruckmann and 
Charles E. Elbert, both of New York 
city, for respondent Long Island 
Lighting Co. 


LEHMAN, CJ.: In the case of Chel- 
tob v. Barrett (293 NY 442, 56 PUR 
(NS) ante, p. 284, 57 NE(2d) 825) 
decided herewith, holders of preferred 
stock of Queens Borough Gas & Elec- 
tric Company (hereinafter referred to 
as “Queens”) challenged the fairness 


and adequacy of the price which Nas- 
sau & Suffolk Lighting Co. (herein- 
after referred to as ‘““Nassau’’) paid 
to Queens for gas manufactured by 
Queens and sold to Nassau. Nassau 
resold to Public Service Corporation 
of Long Island and to Long Island 
Lighting Company part of the gas it 
bought from Queens. Preferred stock- 
holders of Nassau have challenged in 
three actions thereafter consolidated, 
the fairness and adequacy of the price 
paid by Long Island for this gas. In 
our opinion in Chelrob v. Barrett (de- 
cided herewith) we have discussed the 
relations of the three corporations and 
the influence and control which Long 
Island Lighting Company exercised 
over the other two. 


In each case the price was fixed by 
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boards of directors having common 
members—all selected by Long Island 
Lighting Company, but acting in good 
faith with a desire to promote the inter- 
ests of each corporation concerned and 
fairly to both. In each case, too, the 
price was fixed after consideration of 
reports by competent engineers re- 
tained by Long Island Lighting Com- 
pany. The price of the gas supplied 
by Queens to Nassau was set aside be- 
cause the court found that it was inade- 
quate and unfair to Queens. In the 
consolidated action challenging the 
fairness and adequacy of the price paid 
to Nassau for gas it supplied to Public 
Service Corporation of Long Island 
and to Long Island Lighting Company, 
the court found that “each paid a fair 
market price for all gas purchased from 
Nassau & Suffolk Lighting Company, 
and by reason of said transactions 
Long Island Lighting Company made 
no improper profit.” On that ground 
the court dismissed the complaint on 
the merits. 

The finding in favor of the defend- 
ants was affirmed by the appellate divi- 
sion, and the plaintiffs do not serious- 
ly dispute that the evidence shows that 
Nassau obtained substantial benefit 


from the transaction. They contend, 
however, that the price fixed by the 
directors was based upon erroneous 
calculations made by engineers and 
that if the price had been accurately 
calculated, the price would have been 
higher and the profit to Nassau great- 
er. Whatever may have been the 
method by which the price fixed by the 
directors was calculated, and whatever 
errors may have entered into the cal- 
culations, it still remains true that 
Nassau made a substantial profit from 
the transaction and Long Island Light- 
ing Company gained no unfair advan- 
tage. That is the test which must be 
applied in a case like this, where the 
common directors acted honestly, seek- 
ing to arrive at a fair price, and both 
corporations benefited by the transac- 
tion. The plaintiffs, we assume, 
showed that in fixing the price the de- 
fendants had a fiduciary duty to Nas- 
sau to seek to promote its interests. 
They have not shown a breach of that 
duty or detriment to Nassau. 

The judgment should be affirmed, 
with costs. 


Loughran, Rippey, Lewis, Conway, 
Desmond and Thacher, JJ., concur. 
Judgment affirmed. 
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Taking the Tough Jobs in Stride is 
a Proved CLEVELAND Characteristic 


For more than twenty years ‘“CLEVELANDS” have been 
put to the toughesi tests on hundreds of ditching jobs in 
all sort of soils and over the roughest terrain, and have 
continuously, according to the record, delivered maximum 
performance. @ Contributing to “CLEVELANDS” ability to 
eRVbbA-babeeloo eboektbocthol-talo) ceeloselel-MUbelo(-sabeley acolo) Mop m-seol-puck-) elon 4 
conditions are these features: Multi-Speed Transmission — 
Abundant Power — Operating Ease — Maximum Maneu- 
verability — High Capacity Digging Wheel — Balanced 
Design — Unit Type Construction—Top Quality Material. 


Tor THE CLEVELAND TRENCHER COMPANY ‘ow 
‘Y 


Nf" 20100 ST: CLAIR AVE “Pioneer of the Small Trencher CLEVELAND 17, OHIO y 


LEVELANDS’ Save More...Because they Do More 


ve 
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hidlastrial Progress 


Selected information about products, supplies and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Appliance “Swap Plan” Report 


Te Duquesne Light Company in Pitts- 
burgh, pioneer sponsor of the Proctor 
Electric Company’s appliance restoration 
plan, more familiarly known as the “Swap 
Plan,” recently submitted an 18-month report 
on its swap activities. A total of 18,951 out-of- 
service appliances were swapped for War Sav- 
ings Stamps. Reconditioned, they were resold 
to consumers needing them at an estimated re- 
sale value of $334,183. 

Electric flatirons headed the list, a total of 
5,740 having been reconditioned. Other appli- 
ances disposed of were: radios, 2,892; clean- 
ers, 2,578; washers, 2,254; toasters, 1,292; and 
electric refrigerators, 1,065 

Other sponsors of the “Swap Plan” are: 
Commonwealth Edison Company of Chicago, 
West Penn Power Company, Electric Institute 
of Washington, Public Service Company of 
New Orleans, Ohio Public Service Company, 
Northwestern Public Service Company, Penn- 
sylvania Power Company, and Iowa-Illinois 
Gas & Electric Company. 


New Ideal Auto Charger 


A NEW charger for recharging Ideal re- 
chargeable flashlight storage batteries 
from an automobile battery is announced by 
the Ideal Commutator Dresser Company, 
1558 Park avenue, Sycamore, Illinois. 

The charger, according to the manufacturer 
is easily installed and connects directly to the 
“live” side of the ignition system. It is neat 
and compact and does not interfere in any way 
with the operation of the vehicle. It may be 
mounted either on the dashboard or on the side 
panel just inside the door. A small pilot: lamp 
on the charger indicates when the flashlight 
battery is charging. It may be charged, even 
though the motor is not running. 

The Ideal rechargeable battery fits all 
popular 2-cell, 14-in. size D flashlight cases. 
With proper care, each battery can replace up 
to 400 or more dry cells. The rechargeable fea- 
ture makes it convenient to use only while light 
is bright and charge again when light gets dim. 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
Theyre Built for Hard Work 








Scholarships Established 


C. Hoyt, vice president of International 

e Harvester Company, in charge of for- 

eign operations, announced the establishment 

by the company of scholarships under which 

20 Chinese students will be trained in the 
United States as agricultural engineers. 

As a part of the same program, Mr. Hoyt 
said, the Harvester Company will send to 
China four American agricultural engineers. 

The Chinese students will all be college grad- 
uates, either in engineering or in agriculture. 
Their Harvester scholarships will provide for 
three years of advanced training in the special 
field of agricultural engineering. Two years 
will be spent at American colleges and univer- 
sities to be selected, and one year will be used 
in gaining practical experience in field and fac- 
tory work, 

At the completion of their three years’ 
training the 20 students will return to China 
to begin careers there as agricultural engineers 
in the service of the Chinese government. 














WANTED—TO BUY 


Outright ... for Spot Cash! 
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Refineries 

Dispose of Gasoline Plants 

your non- Tank Farms 

productive Pipe Lines 

— Power Plants 

poatavtles — Plants of all 
e Surplus Equipment 

Obsolete Material 


Nothing Too Large— 
Nothing Too Small 


& Let us Quote You. 
Write, Wire or Phone 


BROWN-STRAUSS CORP. 
1402-1728 Guinotte Ave. 
Kansas City 10, Mo. 


Help the 
War Effort 


Mail: 


Phone: 
Box 78 


L.D. 169 








MAR. 1, 1945 
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THE ONE-STEP METHOD 
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OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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Refrigerators Top Appliance 
Dealers’ Postwar~ List 


| Nplate their fourth year without new 
a4 merchandise to sell, electric appliance deal- 
ers have added more than three hundred other 
items to sell as a means-of staying in business, 
according to returns shown by a survey among 
17,000 dealers. Paint, furniture items, glass- 
ware, floor coverings, wall paper, seeds, lug- 
gage, roofing, hearing aids, books, and used 
cars are listed as added lines taken on by ap- 
-pliance dealers. More than 80 per cent of the 
2,165 dealers replying to the questionnaire said 
they would keep one or more of the substitute 
lines in postwar. 

Listed as other means of continuing in busi- 
ness were repair and parts service for appli- 
ances, supplied by 12 per cent more dealers 
during the war period than normally; appli- 
ance “swapping,” by which broken devices are 
repaired and restored to use; and doing other 
types of repair work necessitated by restricted 
service on all types of equipment. 

The poll is a result of a home study course 
in wartime operations and peacetime mer- 
chandising being sent monthly by Edison Gen- 
eral Electric (Hotpoint) Appliance Company 
to 17,000 appliance dealers across the country. 
Of those receiving the course, 47.9 per cent are 
specialized appliance dealers, 17.1 per cent are 
furniture stores, 12.9 are hardware stores, 
while 5.5 per cent are department stores. Pub- 
lic utilities and others make up the balance. 

Household refrigerators, with 93.2 per cent 
representations will be the appliance sold by 
the largest number of dealers, as it was before 
the war. Vacuum cleaners with 86.3 per cent, 
and radios with 85.6 per cent, are next in dealer 
popularity. Following these three, the table 
appliances (toasters, etc.) will be sold by 82.7 
per cent of the dealers replying. The electric 
range is due for greatly increased representa- 
tion, with 80.4 per cent of the dealers saying 
they will sell this appliance. The washing ma- 
chine answer was divided into two parts, with 
77.9 per cent saying they would sell automatic 
machines, and 76.1 per cent specifying conven- 
tional type machines, 


Cochrane Awarded Second Star 
For “E” Flag 


§ Yo: employees and management of the 
Cochrane Corporation, Philadelphia man- 
ufacturers of water conditioning apparatus, 
steam -power plant equipment, and flow meas- 
uring instruments, have been notified by the 
Navy Department of the second renewal of the 
“E” Production Award granted last February. 





“MASTER*LIGHTS” 


© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 


CARPENTER MFG. CO. 





© Hospital Emergency Lights. 


197 Sidney St., Mass. 
MASTER:LIGHT* MARERS™ 





C..E. Wilson Heads Standards 
Committee of Eight 

COMMITTEE of eight industrial. executives 

A with Charles E. Wilson, president of the 


General Electric Company as chairman, ‘has 
been appointed by the Secretary of-Commerce 


to advise the Department of Commerce and | 


the American Standards Association on fy- 
ture plans for standards work. This appoint- 
ment is the first action to come out of a con- 
ference of 50 business leaders held in New 
York on January 12th at the invitation of the 
Secretary of Commerce to make recommenda- 
tions to him in regard to the relative réles 
which should be played by government and 
industry in standards activities. 

Serving with Mr. Wilson on the committe: 
are: Frederick M. Feiker, Dean of Engineer- 
ing, George Washington University; Clarence 
Francis, chairman of the board, General 
Foods Corporation; Ephraim Freedman, R. 
H, Macy & Company, Inc.; Frank B. Jewett, 
president, National, Academy of Sciences ; Wil- 
liam B. Warner, president, McCall Corpora- 
tion; Arthur D. Whiteside, president, Dun & 
Bradstreet, Inc.; and R. E. Zimmerman, vice 
president, U. S. Steel Corporation. 


New Ingersoll-Rand Catalog 


NGERSOLL-RAND Company, Phillipsburg, 

New Jersey, announces the issuance of a 
catalog describing KVG_ gas-engine-driven 
compressors. The booklet, Form 3081, lists the 
basic features and advantages of the KVG, 
contains 2-page cross-sections of end and 
longitudinal views, and lists’ full specifica- 
tions. 

Several pages of installation photographs 
show the KVG compressors in a number of 
industries and give an idea of the work done 
in the field for which they were designed. 

Copies may be obtained from the company at 
11 Broadway, New York 4, New York. 


Arco Issues Color Guide 


HE Arco Company, Cleveland, Ohio, an- 
nounces the publication of a booklet en- 
titled “A Practical Guide to the Use of the 
Optonic Color System.” This publication, ac- 
cording to the company, is a new and simple 
color selection guide, which permits persons 
without detailed technical understanding. of 
color science to specify correct color shades 
that minimize fatigue and promote safety. 
Copies of this booklet may be obtained from 
the company. 


Copperweld Appointment 
Wie W. Ece, general manager of sales 


of the Copperweld Steel Company, 
Glassport, Pennsylvania, has announced the 
appointment of Louis McGuire as sales engi- 
neer to cover the states of Tennessee, Missts- 
sippi, and Alabama. Mr. McGuire will be un- 
der the jurisdiction of Copperweld’s Memphis 
office. However, he will be located in Bir- 
mingham, Alabama. 
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doubtedly one of the most important tools 
for American business developed within re- 
cent years. It-earns this distinction by 
contributing a faster, more economical way 
to handle printing and duplicating composi- 
tion. Because of Vari-Typer’s remarkable 
record for savings, thousands of business 
organizations have accepted Vari-Typer 
as the only way to produce certain kinds 
of paper work, the best way to) produce 
many others. } 

This folder explains how Vari-Typer 
accomplishes its amazing economies in 
printing and duplicating. 

To appreciate Vari-Typer’s possibilities 
for you, Consider its changeable types. 


TEXT COPY SET 
ON VARI-TYPER 


VARI-TYPER saves money 
.eethis free folder tells how 


The Vari-Typer Composing Machine is un- 


More than 600 different styles and sizes 
of types all work in one machine. Think 
for one minute that Vari-Typer composes-a 
BOLD FACE TYPE LIKE THIS, and with a 
twist of the wrist, it composes THIS, OR 
THIS, OR TH/S, OR THIS. Now add foreign lan- 
guages, special chemical, library, tariff, 
mathematical, types in different sizes and 
styles and you have part of the story of 
Vari-Typer’s versatility. 

It is this wide variety of types which 
enables Vari-Typer to produce printed 
effects. As any competent typist can 
operate Vari-Typer in your own office, she 
can produce all kinds of .paper work, for 
various departments, quickly, efficiently 
at very low cost. 
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« Miletus help you. Our trained men and special equipment 


combine to help you meet today’s increased demand for 
power. Whether yours is a problem of erection or main- 
tenance . . . regardless of distance or terrain .. . you'll find 


Hoosier service efficient and economical. 


ERECTION and MAINTENANCE OF TRANSMISSION LINES 
NEW YORK 46 S, FIFTH ST., COLUMBUS, OHIO CHicaAco 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) « 
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Gates—Intake, Sluiceway and Spillway 

Hydraulic Turbines—Francis and Propeller Types 
_ Rack Rakes 

Trash Racks 


Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate quéstions, appraisals, 
valuations, special reports, investigations, design, and construction. » > > 


THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
, and other principal cities 











DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








marx FOLD, Bacon « Davis, anc. xrxm case 


CONSTRUCTION APPRAISALS 


Engineers 
VALUATIONS AND REPORTS 
NEW YORK : PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 


SPECIALISTS 


ENGINEERS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 


Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 














FREDERIC R. HARRIS, INC. 


Engineers Constructors Management 
Reports Appraisals Valuations 
NEW YORK 


Knoxville San Francisco Houston 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL. DIRECTORY (continued) 





LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Beston, Mass. -“=- Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
San Francisco 











Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervisios 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON © NEWYORK e CHICAGO « HOUSTON «¢ PITTSBURGH 
SAN FRANCISCO « LOS ANGELES 





Mention the FortnicHtty—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





WELSBACH ENGINEERING and MANAGEMENT CORPORATION | 
Utility Appraisals » Engineering » Construction + Street Lighting Maintenance 
Consultants on All Phases Utility Operations 
General Office: 1500 Wainut St., Philadelphia 2 








The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 


Consulting Engineers 


Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators & Power Plants 
Industrial Buildings 
City Planning Reports 
Laboratory 


1520 Locust Street 


Valuations 


Philadelphia 2 


JACKSON & MORELAND 
ENGINEERS 
PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 


DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re 
ports, design and supervision of con- 
struction of Publie Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSauie St., CHicaco 








EARL L. CARTER 
Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, O10. 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 
Contractors 


TRANSMISSION LiNES—UNDERGROUND DistRrI- 
BUTION — Power STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


537 SoutH Deargorn Sr. Cxicaco 














W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 








J. W. WOPAT 


Consulting Engineer 


Construction—Supervision 
Appraisalse—F inancial 
Rate Investigations 
1850 McCormick Bldg., South Michigan Ave. 
hicago, IHinois 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready es 
ence. Their products and services cover a wide range of utility needs 


A 


*Addressograph-Multigraph Corp. .............-..--.-- 
Albright & Friel, Inc., Engineers .. 
American Appraisal Company, The 


B 


Babcock & Wilcox Co., 1 

Barber Gas Burner Company, The ...................-..--- 
Barker & Wheeler, Engineers ........... Seat 

Black & Veatch, Consulting elie: 
Blaw-Knox Division of Blaw-Knox Co. 
Brown-Strauss Corp. ........... candle 

Burroughs Adding Miskhine Co. KE NO SSM a istey EO see 13 


Cc 


Carpenter Manufacturing Company 

Carter, Earl L., Consulting Engineer .... 
Cieveland Trencher Co., The 
*Combustion Engineering Company, Inc. 
*Commercial Controls Corporation . 
*Consolidated Steel Corp., Ltd. 

Coxhead, Ralph C., Corporation -...... 
Crescent Insulated Wire & Cable Co., ee, 


D 


Davey Compressor Company 

Davey Tree Expert Company ....Inside Back Cover 
Day & Zimmermann, Inc., Engineers 

Dicke Tool Company 34 
*Diebold, Incorporated 








E 


Egry Register Company, The...Inside Front Cover 
Electric Storage Battery Company, The ... 
Electrical Testing Laboratories, Inc. .......... 

Elliott Company 





F 


Ford, Bacon & Davis, Inc., Engineers 
*Ford Motor Company 
Foster Wheeler Corporation 








G 


General Electric Company Outside Back Cover 
Gilbert Associates, Inc., Engineers ........................ 41 
Gilman, W. C., & Company, Engineers 43 
Grinnell Company, Inc, 17 








H 


Harris, Frederic R., Inc. 
Hoosier Engineering C 








I 


International Harvester Company . 22 
Professional Directory 





* Fortnightly advertisers not in this issue. 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers ___ 
*Johns-Manville 
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Kinnear Manufacturing Company, The 
*Kuhiman Electric Company ......... 


L 


Lavino, E. J., and Company........ 
Loeb and Eames, Engineers .......... 
Tweas & Luick, Engineers ............ 


M 


Main, Chas. 9 MR Soe 

Manning, J. x & Cela ‘Shales 
*Marmon-Herrington Co., Ine, ........ 
Merco Nordstrom Valve Company 
Mercoid Corporation, The 


N 


Neptune Meter Company 
Newport News Shipbuilding & Dry Dock Co... 





P 


*Pennsylvania Transformer Company .................... 
Penn-Union Electric Corp Inside Back Co 
Pittsburgh Equitable Meter Company 


Public Utility Engineering & Service 
Corporation 





R 


Railway & Industrial Engineering Company ... 
Recording & Statistical Corp. ey 
Remington Rand Inc. 
Ridge Tool Company, The ....2...........0...:2--00-000 
Riley Stoker Corporation 








Ss 


Sanderson & Porter, Engineers 

Sangamo Electric C y 

Sargent & Lundy, Engineers .......... oy 
Schulman, A, S., Electric Co., Caiitracters 
Stone & Webster Engineering Corporation 





Vv 
Vulean Soot Blower Corp. 


w 


Welsbach Engineering and Management 
Corporation woe 

White, J. G., Engineering Corporation, The. 

Wopat, J. W., Consulting Engineer ...........--- 


41-43 
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se you get maximum sulphur removal per 
d of oxide. Lavino Activated Oxide is 
p especially for maximum activity and 
city, maximum trace removal and shock 
ance. Comparing cost, performance and 
gs, we believe Lavino Activated Oxide has 
lose rival. 


more information about its remarkable 
d, just write a note on your letterhead to 


J. LAVINO AND COMPANY 
8Walnut St., Philadelphia 2, Pa. 

















DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


DAVEY 


TREE TRIMMING 
FOR 


Linz CLEARANCE 


lways use dependable Davey Service 


EY TREE EXPERT CO. KENT, OHIO 


VEY TREE SERVICE 





Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 


large range of conductor sizes; 
. with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 


| giving a dependable grip on both con- 
ductors. Also Straight Connectors and 


Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 


and Reducers, Elbows, ‘Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


| Vi-Tite Terminals for quick 


installation and easy taping. 
Iso sleeve ‘type terminals, 
screw type, shrink fit, etc. etc. 


es CS 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 


| ing—also split tinned sleeves. High conductivity 
| copper; close dimensions. 


| Preferred by the largest utilities and 


electrical manufacturers—because they 


| have found that “Penn-Union” on a fit- 
| ting is their best guarantee of Dependa- 
| bility. Write for Catalog. 


| PENN-UNION ELECTRIC CORPORATION 
| ERIE, PA. 


Sold by Leading Jobbers 

















CAPACITY WAS DOUBLED 


150-kva substation built p 


at less than revamping cost - - - via STANDARDIZAII 


ERE’S a clear-cut example from the 
i ‘ industrial field thatshows what repeti- 
tive manufacture is accomplishing. ‘It helps 
explain, in terms of dollars saved for the 
buyer, why General Electric is urging a 
wider. application of this principle in the 
manufacture of heavy power apparatus. 


Greater output made it imperative for 
this lumber mill to double its substation 
capacity, Maintenance was.high, interrupt- 
ing capacity inadequate: The substation 
structure impeded yard traffic. Making room 
for three: new 100-kva transformers and 
accessories presented a difficult problem. 


Then, as .an alternative, G.E. recom- 


mended the installation of a self-conti 
indoor unit. substation. When thet 
were analyzed, the new 300-kva unit 
station was proved less expensive thal 
revamping plan. 


Last report: ‘Company is enthusiastié 
unit substations and intends to install 


Although simpler than the problems 
encounter, this. case: is furthe' evidend 
what repetitive manufacture -an dot 
crease the economic worth of »ower 4 iN 
tus. In making your plams foc the tl 
will you work with us to bro. den thes 
of this program? General Elec'ric Gam 
Schenectady 5, N.Y. 





